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FORM D /\‘\\ SECURITIES AND EXCHANGE COMMISSION _ﬁ L
N N 3}\; Washington, D.C. 20549 Expires:
' S ‘ . Estimats

U nﬂ-.\ FORM D hours p ////
{- 4242 g > s NOTICE OF SALE OF SECURITIES - 070
. Ci' PURSUANT TO REGULATION D, " 1 48045
A \ # SECTION 4(6), AND/OR DATE RECEIVED |
uJ/w " UNIFORM LIMITED OFFERING EXEMPTION l I

Name of Offering (E chcclc if this is an amendment and name has changed, and indicate change.)
A

Vote and Conversion

Filing Under {Check box(es) that apply):
Type of Filing: [3F New Filing [7] Amendment

[] Rule 504 [] Rule 505 [XRule 506 [} Scction 4(6) {] ULOE

PROCESSEL

A. BASIC IDENTIFICATION DATA

~MAR29 2007

1. Enter the information requested about the issuer

Name of Issuer  { |:| check if this is an amendment and name has changed, and indicate change.)

AGRI Industries, Inc.

AR
[~ THOMSON
FINANCIAL

Address of Exccutive Offices (Number and Street, City, State, Zip Code)
700 SE Dalbey Drive, Ankeny, IA 50021

Telephone Number (Including Arca Code)
515-964-2200

Address of Principal Business Operations
(if different from Exccutive Offices)

(Number and Street, City, Statc, Zip Code)
N/A

Telephone Number (Including Arca Code}
N/A

Brief Description of Business
Farmer-owned corporatlon engaged in the business of purcha51ng, transporting,

storing and selling grain, foed processing and ]J.censmg

Type of Business Organization

[# corporation
[] business trust

[ limited partnership, alrcady formed
[7] limited partnership, to be formed

Month Year
Actual or Estimated Datc of Incorporation or Organization: [T}, [Q[ ] [FActwal {7] Estimatcd
Jurisdiction of Incorporation or Organization: (Enter two-letter U.S. Postal Service abbreviation for State:
CN for Canada; FN for other foreign jurisdiction) BN

[J other (plcase specify):

GENERAL INSTRUCTIONS

Federat:

Who Must File: Allissuers making an offering of securities in reliance an an exemption under Regulation D of Section 4(6), 17 CFR 230.501 ctseq.or 15U.S.C.
774(6).

When To File: A notice must be filed no later than 15 days afier the first sale of securities in the offering. A notice is deemed filed with the U.S. Securitics

and Exchange Commission (SEC) on the carlier of the date it is received by the SEC at the address given below or, if received at that address after the date on
which it is due, on the date it was mailed by United States registered or certificd mail to that address.

Where To File: 1).S. Sccurities and Exchange Commission, 450 Fifth Street, N.W_, Washington, D.C. 20549.

Copies Required: Five (5) copics of this notice must be filed with the SEC, onc of which must be manually signed. Any copics nol manually signcd must be
photocopics of the manually signed copy or bear typed or printed signatures. '

Information Required: A new filing must contain all information requested. Amendments need only report the name of the issuer and offering, any changes
thereto, the information requested in Part C, and any material changes from the information previously supplied in Parts A and B. Part E and the Appendix need
not be filed with the SEC.

Filing Fee: There is no federal filing fee.

State:

This notice shall be used to indicate reliance on the Uniform Limited Offering Exemption (ULOE) for sales of sccuritics in those states that have adopted
ULOE and that have adopted this form. Issucrs relying on ULOE must file a separate notice with the Securities Administrator in cach state where sales
are {o be, or have been made. T a state requires the payment of a fee as a precendition to the claim for the exemption, a fee in the proper amount shall
accompany this form. This notice shall be filed in the appropriate states in accordance with siate law. The Appendix to the notice constitutes a part of
this notice and must be completed.

ATTENTION
Failure to file notice in the appropriate states will not result in a foss of the federal exemplion. Gonversely, failure to file the
appropriate tederal notice will not result in a loss of an available state exemption unless such exemption is predictated on the

filing of a federal notice.
|“.W

Persons who respond to the collection of information contained in this form are not
required to respond unless the form displays a currently valid OMB control number.

SEC 1972 (6-02)
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2. Enter the infommation rcqucstcd for the followmg
«  Each promoter of the issuer, if the issuer has been organized within the past five years,
»  Each beneficial owner having the power to vote or dispose, or direct the vote or disposition of, 10% or more of a class of cquity securities of the issuer.
e Each executive officer and direcl;:lr of corporate issuers and of corporat¢ general and managing partners of parstnership issuess; and

e  Each general and managing pariner of parinership issucrs.

Check Box(es) that Apply: [] Promoter [ Beneficial Owner [} Exccutive Officer (R} Director D General and/or
Managing Partncr

Full Name (Last name first, if individual)
Voga, Paul

Business or Residence Address  (Number and Swreet, City, State, Zip Cedc)
12487 Timberland Drive, Story City, IA 50248

Check Box(es) that Apply:  [[J Promoter [C] Bencficial Owner [3 Exccutive Officer [y} Director ] General and/or
Managing Partner

Full Name {Last name first, if individual)

Petersen, Larry

Business or Residence Address umbcr and Slrccl City, State, Zip Code) |
2829 Westown P - West Des Moines, TA 50266

Check Box(es) that Apply: [ Promoter  [7] Bencficial Owner [ Executive Officer [g Director {T] General and/or
Managing Partner

Fult Name (Last name firsy, if individual)
Markwardt, Dean

Busincss or Residence Address  (Number and Street, City, State, Zip Code)
10048 - 110th Street, Sheffleld IA 50475

Check Box(cs) that Apply: [ Promoter [] Bencficial Owner [] Executive Officer [ Director [J General and/or
Managing Partner

Full Name (Last name first, if individual)

Tronchetti, Susan
Business or Residence Address  (Number and Street, City, State, Zip Code)
2366 140th Street, Paton, IA 50217

Check Box{zs) that Apply: [J Prometer [[] Beneficial Owner [ Exccutive Officer [} Director [] General andfor
- Managing Partner

Full Name (Last name first, if individual)
Fohwer, Bruce

Busincss of Residence Address  (Number and Street, City, State, Zip Code)
4390 Redwing Avenue, Paullina, TA 51046

Check Box{es) that Apply: Promoter Beneficial Owner Exccutive Officer Director General and/or
¥
Managing Partner

Full Na% (Last name first, if individual)
He.rresath David

Busmcss or Remdence Address  (Number and Street, City, State, Zip Code}
Box 158, Fort Atkinson, IA 52144

Check Box(es) that Apply: [[] Promoter [0 Beneficial Owner [X Exccutive Officer [0 Director [J General and/or
Managing Partner

Fult Name (Last name first, if individual)

Van Der Kamp, Jerry

Business or Residence Address  (Number and Street, City, State, Zip Codc)
700 SE Dalbey Drive, Ankeny, IA 50021

{(Use blank sheet, or copy and use additional copies of this sheet, as necessary)
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e e ) t: R o N N LA N R A R L A Rt
LA T U B INFORMATION ABOUT OFFERING -/

S "

1. Has the issuer sold, or does the issuer intend to sell, 1o non-accredited investors in this offering? ... [B B
Answer also in Appendix, Column 2, if filing under ULOE.
2. What is the minimum investment that will be accepted from any individual? _(Buainess. Combination) $_None

Yes No -
Docs the offering permit joint ownership of a single unit? ... e SRR | 5}

4. Enter the information requested for each person who has been or will be paid or given, dircetly or indirecily, any
commission or similar remuneration for solicitation of purchasers in connection with sales of securitics in the offering.
If a person Lo be listed is an associated person or agent of a broker or dealer registered with the SEC and/or with a state
or states, list the name of the broker or dealer. 1f more than five (5) persons to be listed are associated persons of such
a broker or dealer, you may set forth the information for that broker or dealer only.

Full Name (Last name first, if individual)
None
Business or Residence Address (Number and Street, City, State, Zip Code)

Name of Associated Broker or Dealer

States in Which Person Listed Has Solicited or Intends to Solicit Purchasers
(Check “All States™ or check individual States) ... Not.Applicable. ... [] Al States

(1]
M) M (M)
NM]
W3

Full Name (Last name first, if individual)

Busincss or Residence Address (Number and Street, City, State, Zip Code)

Name of Associated Broker or Dealer

States in Which Person Listed Has Solicited or Intends 1o Solicit Purchasers
(Check “All States” or check individual States) vervsmrasssnerssmnnenense ] All States
' (H1l
(N] [MI]
. _

Full Name (Last name first, if individual)

Business or Residence Address (Number and Street, City, State, Zip Code)

Name of Associated Broker or Dealer

States in Which Person Listed Has Solicited or Intends to Solicit Purchasers
{Check “All States™ or check individual States) . reremeeenaeaaeas eeeevrmmeteeteeeaanerres l All States
FL (I
[Ks} MI]
(28] [NM]

{Use blank sheet, or copy and use additional copies of this sheet, as necessary. )

Jof9




3.

4

Enter the aggregate offering price of securities included in this offering and the total amount already
sold. Enter “0” if the answer is “nonc™ or “zero.” [f the transaction is an exchange offering, check
this box [ and indicate in the columns below the amounts of the securities offered for exchange and
alrcady exchanged.

Apgregale Amount Already
Type of Security Offering Price Sold
EQUItY —ooovveeeerecsssene . .. et tes 148 RS EA st $32,150,000s
[ Commen []] Prcfcrrcd.
Convertible Sccurities (INCIUdING WAITANLS} ... reeoececeeert et ceeeeese et seces st saresas s s sr e s resnaes b h)
Partnership Interests . SSSSUOUURRUI. $
Other (Specify - S . SOOI $

Answer also in Appendix, Column 3, if filing under ULOE.

Enter the number of accredited and non-accredited investors who have purchased sccuritics in this
offcring and the aggregate dollar amounts of their purchases. For offerings under Rule 504, indicate
the number of persons who have purchased securities and the aggregate dollar amount of their
purchases on the total lines. Eater “0™ if answer is “none™ or “zero.”

Aggregate
Number Dollar Amount
Investors of Purchascs
Accredited Investors........... ARRIORIMALE. S ANOMIL. .o, 91 s 32,020,000
Non-accredited Investors Appmx_mﬂte$mmunt .......... 1 3 130,000
Total (for filings under Rule 504 only) oo, . 92 $
Answer also in Appendix, Column 4, if filing under ULOE.
Ifthis filing is for an offering wnder Rule 504 or 505, enter the information requested for all securitics
sold by the issuer, to date, in offerings of the types indicated, in the twelve (12) months prior to the
first sale of securities in this offering. Classify securities by type listed in Part C — Question 1.
N/A Type of Dollar Amount
Type of Offering _ Security Sold
Regulation A ..o $
TOMA ..t certereresen e ceve s ee e e bt snansehe es s a e e e s eSSt RS SSSER R $_0.00
a. Fumnish a statement of all expenses in connection with the issuance and distribution of the
securities in this offering. Exclude amounts relating solcly to organization expenses of the insurer.
The information may be given as subject to future contingencics. [f the amount of an expenditure is
not known, furnish an estimate and check the box to the left of the estimate.
TrANSEET AZENI S FEES ot est et sreas e s sre s s st e O s
Printing and Engraving CoSlS ..o irerccisiasersrserssins s esssrecassacsessssenssses (R
LEBAL FES ot ettt e e £ et e £t ettt et er e shcab bbb 0O s
- Accounting Fees ............ O s
Engineering Fees ....... O s
Sales Commissions (specify finders’ fees separately) ..o a s
Other Expenses (identify) O s
TOMA oo tsssseesseeresmsssssssresssrssssssses semssersssssseneesseseesimsstsasrassnsessoessssssssssmsssssessiseereeeesseeenee [ 3900

409




D N T T e O L F T e ey
VESTORS, X EXPENSES ARDTUSEIOF EROCEEDS

b.  Enter the difference between the aggregate offering price given in response to Part C — Question 1
and total expenses furnlshcd in response to Part C — Question 4.a. ThIS difference is the “adjusted gross

PrOCEedS 10 the BSSUEE.” ....covurevenriesrrrneirensessssnessesesseemrnseseet s e sescrms e eommes e eeemeerceacac $32,150,000

5. Indicate below the amount of the adjusted gross proceed to the issuer used or proposed to be used for
each of the purposes shown. If the amount for any purpose is not known, furnish an estimate and
check the box to the left of the estimate. The total of the payments listed must equal the adjusted gross
proceeds to the issuer sct forth in response to Part C — Question 4.b above.

Payments to
Officers,

Directors, & Payments to

Affiliates Others
Salarics and fees .............. L s
Purchase of real estate....... — [E——— g s
Purchase, rental or leasing and installation of machinery .
and equipment ... remreetsrar st s » s s
Construction or leasing of plant buildings and facilitics ettt s s s 0os
Acquisition of other businesses (including the valac of securities involved in this
offering that may be used in exchange for the assets or securities of another
ISSUCT PUTSUANE 10 & MEFRETY 1.v.vrmuemrseeereecrsrcrerescoceasrescsssereesssssemseesimseesessmmrssssssescenersseeemsnescrassessssssssassssas || 9 s
Repayment of indebtedness ... . . s s
Working capital ... earmeteme e ettt e rnien b en s - [1% 0s
Other (specity): Eh;s_ls_a_mmmsm_oiaﬁmﬂatlmjo_a— 1% s

business corporation. Ooop members will receive stock'in the

bus:na;s corporatlon for thelr 1nterest in the Ooop and

Column Totals ............ R .lf-“ mer, coop ]s.32 ,150,0@5 0.00

Total Payments Listed (column totals added)

D TEBERALSIGNATORES, - 5

o T R T S B
R, o2, g,y ey L T

The issver has duly caused this notice to be signed by the undersigned duly awthorized person. If this notice is filed under Rute 505, the following
signature constilutes an undertaking by the issuer (o furnish to the U.S. Securities and Exchange Commission, upon written request of its staff,
the information furnished by the issuer to any non-accredited investor pursuant (o paragraph {bX2) of Rule 502.

Issuer (Print or Type) lgn( € Date
AGRT Tndustries ALne | W | o-ck /? 2097

Name of Signer {Print or Type} “Title of Slgncr (Print or Typc)

/
Ter‘r;/ Van Der Kam@ Pre<,dent—

ATTENTION

tntentional misstatements or omissions of fact constitute federal criminal violations. (See 18 U.5.C. 1001.)

509




]

Not Applicable
%@'&WM‘%QF 33".“ &;ﬁj}g{\

) ..J' T

1. 1s any party described in 17 CFR 230.262 prcsenlly subject to any of the disqualification Yes No
provisions of such mle? .. [STUUTIUUURRI (1 | A

See Appendix, Column 5, for state response.

2. The undersigned issucr hereby undertakes to furnish to any state administrator of any state in which this notice is filed 2 notice on Form
D (17 CFR 239.500) at such times as required by state law.

3. The undersigned issuer hereby undertakes to furnish to the state administrators, upon written request, information furnished by the
issuer to offerees.

4. The undersigned issucr represcnts that the issuer is familiar with the conditions that must be satisfied to be entitled to the Uniform
limited Offering Exemption (ULOE) of the state in which this notice is filed and understands that the issuer claiming the availability
of this exemption has the burden of establishing that these conditions have been satisfied.

The issuer has read this notification and knows the contents to be true and has duly caused this notice Lo be signed on its behalf by the undersigned
duty authorized person.

Issuer (Print or Type) Signature Date
Name (Print or Type) Title (Print or Type)
Instruction:

Print the name and title of the signing represcntative under his signature for the state portion of this form. Onc copy of cvery notice on Form
D must be manually signed. Any copies not manually signed must be photocopics of the manually signed copy or bear typed or printed
signalures,

60f9




1 2 3 4 5
Disqualification
Type of security under State ULOE
Intend to sell and aggregate (if yes, attach
1o non-accredited offering price Type of investor and explanation of
investors in State offered in state amount purchased in State waiver granted)
(Part B-ltem 1) (Part C-ltem 1) (Part C-Item 2) (Part E-ltem 1)
Number of Number of
Accredited | APpProX.| Non-Accredited | APProX.
State] Yes No Investors Amount Investors Amount Yes No
AL L]
AK L[|
AZ I | | ]
AR | [ | |
oA C ]
=
co | 1L )
= —] L]
DE | ! L]
DC Lw] [ ]
o |
eal | ] —
HI L] L]
D [ ] l |
I X 3 770,337 i
all I | [ —
NEN 75 29,364, 99B 1 130,000 J[ ]
s L] [
KY ]I | [ Il |
LA | ] ] |
ME | 1 t
MD| ] L L )
mMal Ml |
| L]
MN | x| 7 1,642,204 [ | | ;
MS |

7of9
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i 2 3 4 5
Disqualification
Type of security under State ULOE
Intend to sell and aggregate (if yes, attach
to non-accredited offering price Type of investor and explanation of
investors in State offered in state amount purchased in State waiver granted)
(Part B-ltem 1} (Part C-ltem 1) (Part C-Item 2) (Part E-Item 1)
Number of Number of
Accredited | APPYOX| Non-Accredited
State Yes No Investors Amount Investors Amount Yes No
MO

]

MT ~ L
NE X 1 161,751 L____j I____,,,_,j
NV :Z%

N
L

SC | | | |
sD ] [__J

™ |l [ ]

X

X 5 180,730 | M

8of9




T N A TR
FERPPENDIX . Vi

L 2
o N NI

1 2 3 4 5
Disqualification
Type of security under State ULOE
Intend to sel! and aggregate (if yes, attach
to non-accredited offering price Type of investor and ' explanation of
investors in State offered in state amount purchased in State waiver granted)
{Part B-Item 1) (Part C-ltem 1) {Part C-Item 2) {Part E-Item [)
Number of Number of
Accredited Non-Accredited
State Yes Neo | Investors Amount Investors Amount Yes Ne
Rl | —

END
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American Grain & Related industries (A Farmer-owned Cooperative)

‘ " Building Connections fo the Markeiplace
INDUSTRIES

‘ ‘February 21, 2007

D_ear AGRI Member:

You are cordially invited to attend a special meeting of the Members of American

~ Grain & Related Industries (a Farmer-owned Cooperative) which we call AGRI in this
- . document, to be held on March 30, 2007, beginning at 10:00 a.m. at our principal offices

located at 700 SE Dalbey, Drive, Ankeny, lowa, 50021. At this meeting Members will
be asked to approve a Plan of Conversion pursuant to which AGRI will convert from a
member-owned Iowa agricultural cooperative association into a stockholder-owned lIowa
corporation by transferring all of its assets to its wholly-owned subsidiary, AGRI
Industries, Inc., which we call AGRI Industries in this document. (Capitalized terms
have the meaning set forth in “Definitions” of the Notice and Disclosure Statement re:
Plan of Conversion and Special Meeting (“Disclosure Statement™).)

The Conversion requires the approval of two-thirds of the Members voting in
favor of the Conversion on a ballot in which a majority of all voting Members partjcipate.
'Members may vote either in person at the special meeting or by casting a writtcn ballot
submitted at or prior to the time of the special meeting. You are urged to complete your
written ballot and submit it by mail prior to the special meeting or deliver it at the
meeting. You may vote at any time prior to the special meeting by mailing or delivering
your written ballot to Gardiner Thomsen at the address below or you may vote in person
at the special meeting. To assure that your vote will be counted, Gardiner Thomsen must
receive your executed ballot at their office before 5:00 p.m. on March 29, 2007, or vote
by delivering your signed bailot at the meeting at any time before the vote is finally taken
at or about 10:00 2.m. on March 30, 2007. For your convenience, we have provided a
stamped envelope addressed to Gardiner Thomsen, Certified Public Accountants,
Attention: David Grandgenett, at their offices at 10555 New York Ave, Urbandale, Iowa

‘ . 5(_)322. Gar(_jiner Thomsen will act as the inspectors of elections.

After the Conversion, AGRI Industries will carry on the business of AGRI and
own thé assets currently owned by AGRI. Thus, there will be no change in the business
activity or the operating assets owned as a result of the Conversion.

As a part of the Conversion each Member will receive shares of the Class A
Common Stock of AGRI Industries in exchange for its AGRI Common Stock
(“Membership”), AGRI Preferred Stock (“AGRI Preferred”) and Patronage Based
Interests in AGRI. You are entitled to recéive a specific number of shares of Class A
Common Stock in the Conversion based on your AGRI Preferred holdings including
AGRI Preferred which would have been issued as part of your 2007 Fiscal Year
Patronage Dividend. The number of shares of Class A Common Stock you will actually
receive for your Membership Interest can’t be accurately calculated until we know the

- amount of the 2007 Fiscal Year Patronage Dividend. Cash will be available only as

payment in lieu of fractional shares in AGRI Industries.

Heodqudr’rers: 700 S.E. Dalbey Drive * Ankeny, lowa 50021
(515) 964-2200 « FAX (515) 964-2250




In addition, you will be entitled to receive your share of any 2007 Fiscal Year
Patronage Dividend. The 2007 Fiscal Year Patronage Dividend will be paid 20% in cash
and the balance will be converted into Class A Common Stock of AGRI Industries. For a
description of how the Conversion will work, see the section of this document entitled
“Plan of Conversion” and the Plan of Conversion attached as an appendix. The exact
amount of the 2007 Fiscal Year Patronage Dividend will not be known until after the vote
-and, if approved, the Conversion has occurred.

Under Iowa law, Members who oppose the Plan of Conversion will not have the
‘statutory right to dissent from the transaction and demand the cash payment of the fair
value of their equity in AGRI

_ The AGRI Board of Directors hias unanimously approved and adopted the Plan of
Conversion and determined that the Conversion is fair, advisable and in the best interest

- 0f AGRI and its Members. Accordingly, the AGRI's Board of Directors recommends

that you vote in favor of the Plan of Conversion. The Directors of AGRI have interests in

the Conversion that may differ from other Members of AGRI. Information about the

Directors of AGRI and the interest each has in the Conversion is available in this

document under “PLAN OF CONVERSION—Interest of Certain Persons”.

This document provides you with detailed information about the Conversion and
includes business and financial information about AGRI and AGRI Industries. We
‘encourage you to read the entire document carefully because it contains important
information about the Converston.

See “RISK FACTORS” for a discussion of some of the risks relevant to the
Conversion and AGRI’s business operations.

Sincerely, -

A g

" Paul Voga
President

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of the securities to be issued pursuant to
this Disclosure Statement or determined if this Disclosure Statement is truthful or
complete. Any representation to the contrary is a criminal offense.

CForrest/ 525507.1 MSWord 14433001 — FINAL (2-21-07)
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AMERICAN GRAIN & RELATED INDUSTRIES

(A Farmer-owned Cooperative)
(An lewa Cooperative Association)

Principal Office: Registered Agent for Service & Contact:

AGRI Industries Jerry Van Der Kamp

700 SE Dalbey Drive ' Chief Executive Officer
Ankeny, Iowa 50021 - AGRI Industnes _
700 SE Dalbey Drive

Ankeny, lowa 50021
(515) 964-2200

NOTICE AND DISCLOSURE STATEMENT RE:
PLAN OF CONVERSION AND SPECIAL MEETING
TO BE HELD MARCH 30, 2007

Plan of Conversion of American Grain & Related Industrics (A Farmer-owned
Cooperative) (“AGRI”) from a cooperative organized under Chapter 499 of the Code of
Iowa (2005) 10 a business corporation organized under the [owa Business Corporation
Act (Chapter 490 of the Code of lowa) (2005). The Plan of Conversion is for the purpose
of changing the organizational structure of AGRI. [fthe Plan of Conversion is approved,

_the business owned by the business corporation (which will be called AGRI Industries,

Inc. (“AGRI Industries”)) will be the same as the business owned by AGRI, but AGRI
Industries will not be operating on a cooperative basis.

. Each AGRI Member must rely upon its own examination of AGRI, AGRI
Industries and the terms of the Plan of Conversion, including the merits and risks
involved. Each AGRI Member must rely upon its own conclusions regarding the
suitability of the investment for itself. No securities commissioner or other

" -government regulator is recommending the Plan of Conversion or the securities

which will be issued pursuant to it. No securities commissioner or other government
regulator has verified that this document is accurate or determined that it is
adequate. Itis a crime for anyone to tell you differently,

The U.S. Securities and Exchange Commission (“Commission™) has not
passed upon the merits of any securities offered or the terms of the offering, nor has

it passed upon the accuracy or completeness of any offering circular or selling

literature. The Plan of Conversion and the securities of AGRI Industries, Inc. are

~ offered under an exemption from registration; however, the Commission has not

made an independent determination that these securities are exempt from
registration. '




" This Disclosure Statement contains all of the representations by AGRI and
AGRI Industries concerning this offering, and no person is authorized to make
different or broader statements than those contained herein. Each Member is
cautioned not to rely upon any information not expressly set forth in this Disclosure
Statement. If any Member of AGRI wishes to obtain additional information or ask

-questions and receive answers, please direct your inquiry only to Jerry Van Der
Kamp, Chief Executive Officer of AGRI, at 515-964-2200. '

The date of this Disclosure Stat_einen_t is February 21, 2007.




AMERICAN GRAIN & RELATED INDUSTRIES
(A Farmer-owned Cooperative)
NOTICE OF SPECIAL MEETING OF MEMBERS
. TO BE HELD ON MARCH 30, 2007

To the Members of American Grain & Related Industries (a Farmer-owned Cooperative)
(“AGRI‘),): -

AGRI will hold a special meeting of the Members at its principal office at 700 SE
Dalbey Drive, Ankeny, lowa, 50021, at 10:00 a.m. on March 30, 2007. At the special
meeting the Members will consider and vote on the following matters:

1) A proposed conversion of AGRI from a cooperative to an lowa business

corporation in accordance with the Plan of Conversion attached with these
documents as it may be amended from time to time. Members will vote to
approve the Plan of Conversion including the following: '

a. AGRDs transfer of all of its assets to its wholly-owned subsidiary, AGRI

- Industries, Inc., in exchange for AGRI Industries assuming all of the liabilities
of AGRI and issuing shares of Class'A Commeon Stock and Rights to Class A
Common Stock.of AGRI Industries.

b. The distribution of the shares of Class A Common Stock of AGRI Industries
and Rights among Members in accordance with the Plan of Conversion in
liquidation of AGRI.

¢. The dissolution of AGRL

2) Amendment of - Article XII of AGRI’s Articles of Incorporation to read as
follows:

ARTICLE XII

, “On dissolution or liquidation, the assets of the
corporation shall first pay liquidation expenses, next its
obligations other than patronage dividends or certificates
issued therefore, and the remainder shall be distributed in
the following priority:

1. To pay preferred stock;

2. To pay any deferred patronage dividends or certificates
issued therefore. If the fund is insufficient to pay them all, it
'shall be prorated;

- 3. To pay all members or common shareholders the amounts
for which their memberships or shares were originally
issued; and




4. Any remaining assets shall be distributed among the
members in proportion to the revolving fund and preferred
stock issued in exchange for the revolving fund which is
“held by each member at the effective date of liquidation or
dissolution.”

3) To authorize AGRI as the sole shareholder of AGRI Industries to elect the
" individuals named in the Plan of Conversion to the Board of Directors of AGRI
Industries for the terms set forth in the Plan of Conversion. ‘

No other business may be transacted at the special meeting. Only Class A
Members of AGRI at the close of business on February 19, 2007 are entitled to notice of
and to vote on the special meeting. Class B Members will be given notice of the special
meeting and may attend the meeting but are not entitled to vote. Attendance at the
. special meeting will be limited to Members as of the record date, their authorized
‘representatives and guests of AGRL

After careful consideration, the AGRI Board of Directors has unanimously

approved the Plan of Conversion and determined that the Plan of Counversion is fair, .

advisable and in the best interests of AGRI and its Members. Accordingly, the

. AGRI Board of Directors recommends that you vote to approve the Plan of
Conversion. The Directors of AGRI may have interests in the Conversion that differ
from the Members of AGRI. Information about the Directors of AGRI and their interests
in the Conversion is-available in this document under “PLAN OF CONVERSION—
Interest of Certain Persons™. '

Prior to this special meeting, AGRI will hold informational meetings to aliow
Members to learn more about the Plan of Converston and to ask questions.

To vote, use the enclosed official ballot. A Member votes by completing and
having an authorized representative sign the official ballot and delivering it to Gardiner
Thomsen, the inspectors of elections. This can be done at any time prior to the counting
‘of ballots at the official meeting. A Member can change its vote by filing a new official
ballot (only the last ballot will be counted). This resolution will enly become effective

-if a majority of the voting Members cast a ballot, and if at least two-thirds of the
ballots cast are voted in favor of the proposal.

: If needed, a replacement ballot may be obtained from Arlyce Diddy at the AGRI
offices at 700 SE Dalbey Drive, Ankeny, lowa, 50021, Telephone: 515-964-2200,

Fax: 515-964-2250, e-mail: arlyce(@agri-industries.com.

Your vote is important. We urge you to complete the enclosed written ballot
and submit it by mail prior to this special meeting or bring it to the meeting. Each
ballot must be executed and dated on behalf of the Member by its authorized
representative. To assure that your vote will be counted, Gardiner Thomsen must
receive your executed ballot at their office before 5:00 p.m. on March 29, 2007, or you
may vote by delivering its signed ballot at the meeting at any time before the vote is
finally taken at or about 10:00 a.m. on March 30, 2007. We have provided a stamped




envelope addressed to Gardiner Thomsen, Attention: David Grandgenette, at their

 offices at 10555 New York Ave, Urbandale, lowa 50322, who will act as the independent

in_spectdrs of elections.
' By order of the Board of Directors,

=

Paul Voga
President
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ABOUT THIS DISCLOSURE STATEMENT

This Disclosure Statement is being provided to the Members of American Grain
and Related Industries (a Farmer-owned Cooperative), which is a cooperative organized
under Chapter 499 of the Code of Towa (2005) (“AGRI”), to request that the Members
approve a Plan of Conversion pursuant to which AGRI will convert to a for-profit
business corporation by transferring all of its assets and liabilities to AGRI Industries, an
Iowa corporation (*AGRI Industries™). AGRI will receive Rights and Class A Common

-Stock of AGRI Industries. Pursuant to the Plan of Conversion, the Memberships,
Preferred Stock, and Patronage-Based Interests of Members will be converted into shares
of the Class A Common Stock and cash in lieu of fractional shares.

This Disclosure Statement summarizes the Plan of Conversion, describes the
conversion of AGRI from a cooperative to a for-profit business corporation and describes
the consideration that will be paid to Members pursuant to the Plan of Conversion. The
Disclosure Statement also contains information about AGRI and its business, including
financial statements, and certain considerations relevant to the ownershlp of the Common
Stock and other matters. We urge you to carefully read this Disclosure Statement in its
entirety.

Reference in this Disclosure Statement to the terms “we”, “our” or “us” refer to
AGRI and its subsidiaries before the Conversion and to AGRI Industries and its
subsidiaries after the Conversion. The reference also includes our interest in AGRI-
Bunge, LLC. (“AGRI-Bunge”) (but not AGRI-Bunge itself). Reference in this ,
Disclosure Statement to the terms “you” or “your” refer to the Member provided this
. Disclosure Statement. The term “Fiscal Year” refers to a fiscal year of AGRI ending
August 31 of the year denominated. Capitalized terms used in this Disclosure Statement
are defined in the “DEFINITIONS” section of this Disclosure Statement.

This Disclosure Statement includes forward-looking statements regarding, among
other things, our plans, strategies and prospects, both business and financial. All
statements other than statements of current or historical fact contained in this disclosure
statement are forward-looking statements. The words “believe,” “expect,” “anticipate,”
“should,” “plan " “will,” “may,” “intend,” “estimate,” “potential,” “continue”,

“confident”, or “optimistic” or the negative of these terms and similar expressions, as
they relate to us, are intended to identify forward-looking statements.

We have based these forward-looking statements largely on our current

- expectations and projections about future events and financial and business trends that we
believe may affect our financial condition, resulis of operations, business strategy and
financial needs. They can be affected by inaccurate assumptions, including the risks,
uncertainties and assumptions described in “Risk Factors.” In light of these risks,
uncertainties and assumptions, the forward-looking statements in this disclosure -
statement may not occur and actual results could differ materially from those anticipated
or implied in the forward-looking statements. When you consider the forward-looking
statements, you should keep in mind these risk factors and other cautionary statements in
the disclosure statement.



Our forward-looking statements speak only as of the date of this disclosure
statement. We undertake no obligation to update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.
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SUMMARY

_ This Summary highlights selected information from this Disclosure Statement and
may not contain all of the information that is important to you. You should carefully read

this entire document and the other documents we refer to in this document. These

documents will give you a more complete description of the transaction the AGRI Board

of Directors is proposing. For more information about the Plan of Conversion and our

. business, you may contact Jerry Van Der Kamp at 700 SE Dalbey Drive, Ankeny, lIowa,

50021; telephone (515) 964-2200.

' The Business

AGRI engages in the business of purchasmg, transportmg, storing and sellmg
‘grain (“Grain Business™) and the business of food processing and packaging (“Food
- Business™). In addition, AGRI carries on a business of leasing equipment and buildings
- (but not the underlying real estate) to others (“Leasing Business™) and has acquired real
-estate that is incidental to its operations. AGRI conducts its Grain Business through
AGRI-Bunge, a joint venture between AGRI and Bunge North America, Inc. (*“Bunge”).
AGRI conducts its food processing and packaging business through Mrs. Clark’s Foods,
LC (“Mrs. Clark’s™), a wholly owned subsidiary of AGRI. AGRI’s leasing activities are
_carried on through AGRI Financial Services, Inc. and its real estate activities are carried
-out either directly by itself, or through the following wholly-owned subsidiaries: Mrs.
Clark’s, Country Properties, LC and AGRI Terminal Corporation.

After the Conversion, we will continue to operate these same businesses in
the same way and by the same owners (the Members of AGRI) as before the
Conversion. Only the form of ownership will change since the carrent Members will
become shareholders of AGRI Industries. A table setting forth a summary of the
. significant differences between the rights of AGRI’s Members and the rights of AGRI

- Industries Stockholders is set forth in “EFFECT OF THE CONVERSION ON RIGHTS
OF MEMBERS”.

As a part of the Conversion, AGRI may need the consent of Bunge to substitute
AGRI Industries as the member of AGRI-Bunge in place of AGRI. We believe Bunge
will consent to such substitution without matenal changes to the terms of the AGRI-
Bunge joint venture,

- The Special Meeting

AGRI will hold a special meeting for the purpose of approving the Plan of
“Conversion that provides for the Conversion of AGRI from a cooperative association
‘organized under Chapter 499 of the Code of Iowa (2005) to a for-profit corporation

organized under the Jowa Business Corporation Act. The special meeting will be held at
our principal executive offices, 700 SE Dalbey Drive, Ankeny, lowa, 50021, on March
30, 2007, beginning at 10 a.m. As of February 19, 2007, the record date for the special
meeting, 88 Class A Members and 3 Subscribers are entitled to vote at the special
meeting. Each Class A Member of AGRI is entitled to one vote at the special meeting,.

Each Member may vote by casting a written ballot either at the meeting or by
completing a written ballot and submitting it by 5:00 p.m. on March 29, 2007, to
Gardiner Thomsen, who will act-as the independent inspectors of elections. The Plan of
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- Conversion will be adopted if a majority of the Members eligible to vote participate in

the vote and at least two-thirds of the votes are cast in favor of the Plan of Conversion. -
Each ballot must be signed by someone duly authorized by the Member and voted either
“FOR” or “AGAINST” the Plan of Conversion. Ballots which are not signed, are not
marked either “FOR” or “AGAINST”, or are marked both “FOR” and “AGAINST” will
not be counted as participating in the vote.

What You Will Receive in the Conversion

Under the Plan of Conversion we currently estimate that we will dlstnbule an
aggregate of 3,215 shares of Class A Common Stock (including Rights which will be

- converted to whole shares of Class A Common Stock) of AGRI Industries having a

nominal value of $10,000 per share, except for cash paid in lieu of fractional shares.
Each Member of AGRI will receive one share of Class A Common Stock of AGRI
Industries for its Membership. Each Subscriber which pays the balance of its subscription
price prior to March 30, 2007, will be treated as a fully paid Member for all purposes of

.the Plan of Conversion. Each holder of AGRI Preferred will receive one share of Class A

Common Stock for each 100 shares of Preferred Stock it owns.

Each Member will receive for its Patronage Based Interest an additional
distribution of Class A Common Stock of AGRI Industries based on the number of shares
of AGRI Preferred it owns as of August 31, 2007. The number of shares of AGRI
Preferred which the Member would have been issued for its 2007 Fiscal Year Patronage

‘Dividend will be included for purposes of determining the number of shares of AGRI

Preferred a Member owns. AGRI’s Board of Directors will declare that 20% of the 2007 |
Fiscal Year Patronage Dividend will be paid in cash and the balance deferred. - This

- balance, but for the Conversion, would have been paid in AGRI Preferred.

Only whole shares of Common Stock of AGRI Industries will be issued. Thus
the fractional shares you will receive under each formula and the fractional shares you
will receive for your 2007 Fiscal Year Patronage Dividend will first be aggregated to
determine if you would receive an additional share of Common Stock and any excess
fractional amount will be paid by multiplying the fractional amount times $10,000.

The exact number of shares you will receive cannot be determined until the 2007
Fiscal Year Patronage Dividend is known afier the Effective Date,

2007 Fiscal Year Patronage Dividends

Prior to the Effective Date, AGRI will declare patronage dividends on patronage-
source income earned during its 2007 Fiscal Year. AGRI will not allocate a patronage-
source loss. AGRI will declare that 20 percent of any 2007 Fiscal Year Patronage
Dividend will be paid in cash and the balance in AGRI Preferred as provided by AGRI’s
Bylaws. After the 2007 Fiscal Year Patronage Dividend has been calculated, AGRI
Industries will pay cash to discharge the portion declared in cash and will pay Class A
Common Stock to discharge the portion which would have been paid in AGRI Preferred.
We intend that the 2007 Fiscal Year Patronage Dividend will be treated as a qualified
patronage dividend pursuant to the payment of cash or qualified written notice of
allocation. Any amount which would result in the issuance of a fractional share of




Common Stock will first be aggregated with the fractional shares which you receive asa -

part of the Conversion and paid in additional whole shares or cash as described above.
Transfer Restrictions | '

The Articles of Incorporatlon provide that before September 1, 2012, shares of
Common Stock may be transferred only to (a) a farmer-owned cooperative, (b) AGRI
Industries, (¢) employees of AGRI Industries, or (d) a pension/profit sharing stock bonus
- or other compensation plan maintained by AGRI Industries or by a member of a
controlled group of corporations or trades or businesses of which AGRI Industries is a
member, or (&) any Class B Member as of August 31, 2007. After September 1, 2012,
stockholders may transfer Common Stock to anyone.

No transfers of Common Stock will be permitted if as a result of such transfer
AGRI Industries would become subject to the reporting requirements of the Securities
. Act of 1934 (a “Reporting Transfer”).. Generally a Reporting Transfer is a transfer that
would result in the corporation having more than 500 voting shareholders (AGRI
currently has 92 Members). If a transferor and transferee do not rescind a Reporting
Transfer, AGRI Industries may purchase the shares of Common Stock purported to be
transferred at a purchase price which may be substantially below the fair market value of
the shares. The provision granting AGRI Industries the right to purchase in the case of a
Reporting Transfer is intended to assure that a Common Stockholder determines whether
a Reporting Transfer will occur before attempting to exchange its Common Stock.

The Bylaws of AGRI Industries also generally require Common Stockholders
desiring to sell-any of their shares of Common Stock to first offer to sell all of their stock
to AGRI Industries for the lowest purchase price per share of each class of Common
Stock owned that the offering stockholder would be willing to accept for its stock from
any third party.

Voting Rights

If anyone becomes the beneficial owner of more than 5 percent of the outstanding
~ shares of Class A Common Stock (“Excess Shares™), the person will be entitled to one
vote per share on the number 'of shares equal to 5 percent of the outstanding shares of
Class A Common Stock and to 1/100™ of a vote for each of its Excess Shares. It is not
possible to determine whether any Member will hold Excess Shares until after the

- Effective Date. However, based on AGRI Preferred holdings as of August 31, 2006, itis

- likely that one or more of the larger holders of AGRI Preferred will hold: Excess Shares
on the Effective Date. ‘

Certain Federal Income Tax Consequences
Your tax consequences may vary depending on your individual tax situation,

We intend for the Conversion to qualify as a reorganization pursuant to Section
- 368(a) of the Internal Revenue Code. If the Conversion does so qualify, any shares of
AGRI-Industries Common Stock or Rights received in exchange for AGRI’s Common
Stock, AGRI Preferred, or Patronage Based Interest will be received without recogmzmg
any gain or loss for U.S. Federal Income Tax purposes.
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Cash will be used in lieu of issuing fractional shares. Cash received in lieu of
fractional shares likely will be viewed as being received in redemption of a portion of the
fractional shares of Class A Common Stock that AGRI-Industries would have issued in
exchange for your AGRI Preferred or Patronage Based Interests or paid as part of the

-final 2007 Fiscal Year Patronage Dividend. To the extent any gain from this redemption

is attributable to your Patronage Based Interests, such gain likely will be treated as a
capital gain. To the extent it is received for AGRI Preferred, you generally should have a
basis equal to the value of the AGRI Preferred and as a result should not have any gain
for the cash received. -

Tax matters are very complicated and the tax consequences of a conversion to you
as a Member will depend on your individual situation. We are not advising you on the
particular tax consequences of the Conversion. You should consult with your personal

- tax advisor for a full understanding of the tax consequences of the Conversion to you.

Recommendation of AGRI Board of Directors

AGRY’s Board of Directors has unanimously approved and adopted the Plan of
Conversion and determined that the Conversion is in the best interest of AGRI and its
Members. Accordingly, AGRI’s Board of Directors unanimously recommends that you
vote to approve the Plan of Conversion.

Interest of Certain Persons

. The members of AGRI’s Board of Directors may have important interests in the
Conversion, including positions as members of the Board of Directors of AGRI
Industries after the Conversion. The Directors and Chief Executive Officer of AGRI are
members or managers of Members. The Member with whom each Director or the CEQ
is associated will receive cash and shares of the Common Stock in the Conversion on the

" same terms as all other Members, but the amount of Commeon Stock which Members will

receive, including the Members with whom each Director or CEO is associated, would
have been different if a different method of allocating the Patronage Based Interest
among the Members had been chosen.

Neither the compensation nor beneﬁts of the Board of Directors or our employees
will change as a result of the Conversion. We do not foresee a change in compensation
or benefits, other than normal increases which we believe to be consistent with best

E practices. We have no intention to establish an employee stock ownership plan or similar

plan for our employees now or in the foreseeable future. However, in the future the _
Board of Directors may study whether the use of stock options, restricted stock and stock
bonus plans as a part of employee compensation would benefit AGRI Industries, since

" such plans will now be possible and have not been possible while AGRI has operated as a

cooperative.
Effect of the Conversion on Rights of Members

After the Conversion, AGRI Industries will conduct its business on a for-profit
basis rather than on a cooperative basis, and the rights of Stockholders of AGRI
Industries will be governed by the Iowa Business Corporation Act and AGRI Industries’
Articles of Incorporation and Bylaws. ‘
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A final patronage dividend will be declared and paid for AGRI’s 2007 Fiscal
Year, but no patronage dividends will be paid thereafter. After the Conversion, a regular

- . dividend payable on a per share basis to Stockholders may be declared and paid at the

discretion of the Board of Directors of AGRI Industries. The Board intends to review the
financial results and financial condition after the Conversion before deciding whether a
- regular dividend will be declared and, if so, in what amount.

Board of Directors and Management

The Articles of Incorporation provide that the Board of Directors will consist of
not less than 3 but no more than 15 directors, The Bylaws provide that the Board of
Directors will consist of six elected directors. Four of the directors must be agricultural
producers who are members of Class A Common Stockholders that are farmer-owned
‘cooperatives and two of the directors must be general managers of Class A Common
Stockholders that are farmer-owned cooperatives. In either case, the director may not be

~over the age of 65 at the time of his or her election to the Board of Directors. These
qualifications and initial number of directors cited above mirror the current requirements
set forth in AGRI’s Articles of Incorporation and Bylaws.

In accordance with the Plan of Conversion, the Board of Directors after the
Conversion will consist of the current directors of AGRI. The terms of the directors will
be staggered. The terms two of the Directors serving at the time of the Conversion will
expire in each of 2008, 2009 and 2010. : |

Dissenters’ Rights

Under lowa corporate law, Members who oppose the Plan of Conversion will not.

have the statutory right to dissent from the transaction and demand the cash payment of
the fair value of their shares in the transaction.

Federal and State Regulatory Requirements

No regulatory approvals must be obtained in connection with the proposed
Conversion. Certain filings with, but not approvals of], state and federal securities
regulators are required to comply with federal and state securities laws..

RISK FACTORS

You should carefully consider the risks described below before making a decision

on whether or not to approve the Conversion. The risks have been broken down into (a)
Risks Regarding the Conversion, (b) General Business Risks (c)Risks Regarding Our

 Grain Business, (d) Risks Regarding Our Food Business and (e) Risks Regarding Our
Leasing Business. All of these risks except Risks Regarding the Conversion are inherent
in the business you now own as a Member of AGRI. Consequently, only the Risks '
 Regarding the Conversion will be new risks to you arising from a decision to vote in
Javor of or against the Conversion.
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Risks Regarding the Conversion
Our Tax Treatment.

We currently are taxed as a nonexempt cooperative under Subchapter T of the
Internal Revenue Code of 1986, as amended, for U.S. federal income tax purposes and

‘are generally taxed as a cooperative for state tax purposes. After the Conversion, we will

no longer qualify for treatment as a cooperative for federal and state income tax purposes,
but rather will be taxed as an ordinary for-profit business corporation.

Under Subchapter T, we are subject to tax only on nonmember and non-patronage
income and on any undistributed member patronage income. Our Members are currently
subject to tax in the year of receipt on patronage dividends received from AGRI,
including patronage dividends paid in stock or other qualified written notices of
allocation which must be included in income at their stated dollar or face amount Such
patronage dividends are normally treated as ordinary income.

After the Conversion, we will be taxed at corporate rates on our entire net income,

- including net income that is derived from business done with persons who were Members -

before the Conversion and who continue as stockholders. After the Conversion,
distributions by the company to our stockholders will generally be taxed to the
stockholders as corporate dividends. However, corporations (other than S corporations)
are generally entitled to claim a 70% dividends-received deduction with respect to
distributions from domestic corporations subject to U.S. tax, provided that the
distributions are treated as dividends for federal income tax purposes.

Restrictions on Transfer.

The Articles of Incorporation and Bylaws of AGRI Industries restrict the ability to
transfer your shares of Class A Comimon Stock. The AGRI Industries Articles of
Incorporation provide that prior to September 1, 2012 your shares of Class A Common

- Stock will not be transferable, except to (a) a farmer-owned cooperative, (b) us, (c) a
. compensation plan for the benefit of our employees, (d) our employees, and (e) another

Class A Common Stockholder. Further, no transfer will be permitted which would cause
AGRI Industries to become a reporting company under the Securities and Exchange Act
of 1934 (“Reporting Transfer”) (generally a transfer causing us to have more than 500
sharcholders—AGRI currently has 92 Members and Subscribers).

| In addition, except in limited circumstances, the Bylaws grant us (i) the first right
to purchase your shares at the lowest price you are willing to accept from anyone if you
want to sell any of them and (i1} the right to purchase shares transferred in a Reporting

. Transfer at a price which may be substantially less than fair market value if you do not

rescind the Reporting Transfer.

‘You will be required to comply with applicable state and federal securities laws in
connection with any transfer. Since the Class A Common Stock will not be registered,
you must determine that any proposed transfer can be made pursuant to both a state and
federal exemption from securities registration.

Because of these restrictions, you may be unable to find a suitable transferee for
your shares and therefore be required to hold your shares of Class A Common Stock for
an indefinite period of time.
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- Market for AGRI Industries Shares.

There is no established public trading market for the Common Stock, and we do
not expect one to develop in the foreseeable future. As a result, you may have to hold
your Common Stock for an indefinite period of time because you may not be able to
readily resell your shares.

AGRI Industries will not make a market in the shares of Common Stock or assist |

in making such a market. AGRI Industries may maintain a list of its Common
Stockholders who are interested in selling or buying Common Stock and may make that
list available upon request. AGRI Industries will not generally make available a record
of proposed or actual sales and it will use such information only for its own records or as
it relates to tax requirements. AGRI Industries will not make any recommendations
_regarding the advisability of selling or purchasing Common Stock or the terms of the
. sale.

Value of AGRI Industries Common Stock Received in the Conversion :

AGRI has received an independent valuation opinion from Clifton Gunderson

LLP regarding the fair value as of August 31, 2006 of the businesses of AGRI and its

- subsidiaries on an ongoing business basis. AGRI has separately valued certain parcels of

. its real estate which were then included in the Clifton Gunderson valuation. AGRI has
determined its total net equity value from these combined valuations. That total net
equity value has been divided by $10,000 to determine the number of Rights and shares
of Class A Common Stock that AGRI Industries will issue as a part of the Conversion.
- The Board of Directors has then valued the Class A Common Stock of AGRI Industries

- at $10,000 per share, arriving at that value based on the foregoing formula. In the

" Conversion Members will receive shares of Class A Common Stock which the Board of
Directors valued at $10,000 per share equal to the stated amount of their Membership and
AGRI Preferred at the Effective Date of the Conversion. In addition, under the Plan of
Conversion, Members will ultimately receive additional shares of Class A Common
Stock valued at $10,000 per share representing their Patronage Based Interest. The
shares representing the Patronage Based Interest will be distributed to each Member in
proportion to its AGRI Preferred holdings after including the amount of AGRI Preferred

~ each.Member would have received as a part of its 2007 Fiscal Year Patronage Dividend.

. The actual value of each share of Class A Common Stock at Effective Date of the
Conversion and the amount a Stockholder can realize on the sale of its shares of Class A
Common Stock may be more or less than the $10,000 per share because, for example, the

total equity value of AGRI Industries at the time of Conversion may be different than the -

amount determined by Clifton Gunderson and AGRI, the value of our underlying
business and assets may fluctuate, or for other reasons such as restrictions on
transferability described elsewhere in these risk factors or the number of willing buyers
for the stock.

Variations in the valuation would change the amount of value attributable of
AGRI’s equity in excess of the book value of the outstanding Memberships and AGRI
Preferred. That excess is allocated for the Patronage Based Interests and would therefore
affect each Member’s proportionate share of the Common Stock that it would receive.
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Ability of AGRI Industries to Issue Additional Shares of Common Stock.

The Board of Directors will be able to issue additional shares of Common Stock
or preferred stock. The Board of Directors also can establish the designations, powers,
preferences, rights, qualifications, limitations or restrictions of any preferred stock. Such

- rights, powers, preferences and privileges may be greater in voting power, liquidation and °

dividend rights than those associated with the Common Stock. These new shares could
be issued at a lower price than the value of the Common Stock. Issuances of additional
shares may have the effect of diluting or otherwise limiting your voting or economic
rights in AGRI Industries, particularly if the new shares are issued on more favorable
terms than AGRI Industries Common Stock issued in the Conversion. At this time we do
not foresee publicly offering any Common Stock and have no other plans to issue
additional shares of Common Stock at this time. Any new Common Stock would more
likely relate to additional business acquisitions, of which none are planned at this time.

Affect of not being a Cooperative' on our Relationship with Members.

Under our current structure, Members that transact business with or through
AGRI receive a patronage dividend if we have patronage source income. The patronage
dividend generally acts as an incentive for Members to do business with AGRI. The
patronage dividend system promotes member business with AGRI by rewarding

_-Members for the business done with AGRI. After the Conversion, we will no longer pay

patronage dividends and these incentives for member transactions with AGRI will
disappear. When these incentives to do business with AGRI are gone, current Members
may decide to use other firms for the business transaction they have conducted with
AGRI in the past. The shift of that business away from us could negatively impact our
business.

Further, cooperatives that prefer to do business with other cooperative
organizations rather than a business corporation may prefer to direct business to other
cooperative organizations rather than conduct business with us after the Conversion.

We believe that one of the reasons Bunge entered into the joint venture may have
been to originate grain from our Members. If that ability to originate grain is diminished,
Bunge may wish to terminate the joint venture for that reason or other reasons. Bunge
can terminate the joint venture as of any March 1 beginning March 1, 2008 by giving one
year prior written notice of termination. If AGRI or Bunge terminate the joint venture on
March 8, 2008, the terminating party must pay the other party $500,000. A termination
of the joint venture with Bunge could have an adverse affect.on our Grain Business and
the results of operations.

Dividends Not Guaranteed.

After the Conversion, we will not pay dividends based on patronage. We may
elect not to pay any dividends afer the Conversion, and any dividends that we pay may

. be substantially less than the cash portion of patronage dividends which AGRI prevnously
~ distributed to its Members.

Furthermore, since we will no longer be operating on a cooperative basis the
Board does not plan to adopt a policy which allows for the periodic or regular redemption
of Common Stock such as the policy AGRI now follows to redeem AGRI Preferred when
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Members require llquldlty to redeem deferred patronage held by estates of their former
. Members.

Nomination and Election of Directors.

AGRI’s Articles of Incorporation and Bylaws currently provide a system of
nomination and election intended to promote relatively equal representation
geographically. For this purpose, the Board is elected from geographic districts by a
‘process of nominating committees appointed for each district and Member balloting by
district. In addition, two directors must be coop managers, and the remaining must be
active agricultural producers and active members of a Member, The geographic districts
‘will be eliminated at the time of conversion but the member-manager qualification will
be retained. Furthermore, certain changes in the nomination and election process will
- occur as a result of the Conversion. The most important changes include providing one
vote for each share of Class A Common Stock beneficially owned in the amount of 5
percent or less and 1/100 vote for each share of Class A Common Stock beneficially
owned in excess of 5 percent of the outstandmg Class A Common Stock rather than one
vote per Common Stockholder. In addition, since the geographic districts will be
eliminated, one nominating committee will nominate all directors and each Member may
~ vote for all directors, rather than only for the directors in its geographic district. These
_ changes could affect the results of future elections of directors.

Elimination of the Requirement that Common Stockholders be Cooperatwes could
affect Our Business.

- AGRYI’s Articles of Incorporation currently require all Class A Members to be
farmer-owned cooperatives. After the Conversion, farmer-owned cooperatives, AGRI’s
existing Class B Member, employees, and employee compensation plans may also own
Class A Common Stock. After August 31, 2012, anyone may acquire Class A Common
Stock. The interests of non-cooperative Stockholders could vary from the interests of the
existing Members, and such Stockholders could exercise stockholder rights in a manner
different than the Members would. The non-cooperative Stockholders could affect our
business when and if such Stockholders held a sufficient number of shares to effectively

-influence a Stockholder vote. In addition, we have substantial credit facilities established |

‘with a cooperative lender, CoBank ACB, but we may not be eligible to borrower from
CoBank if some of our Stockholders are not cooperatives.

: Change in Control.

Provisions of AGRI Industries’ Articles of Incorporatlon and Bylaws could
discourage, delay, or prevent an acquisition or other change in control of our company,
even if such a change in control would be beneficial to our Stockholders. These
provisions could also discourage proxy contests and make it more difficult for
Stockholders to elect directors and take other actions. As a result, these provisions could
limit the price that a buyer is willing to pay in the future for shares of Common Stock.
These provisions might also discourage a potential acquisition proposal or tender offer.
These provisions include: (i) a board of directors that is staggered so that only some of
the directors are elected each year; (ii) a reduction in the voting rights of the shares of
Common Stock held by a beneficial owner in excess of 5 percent of the issued and
outstanding shares to one hundredth (1/100) of one vote per share; (iii) the ability of the
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board of directors to limit the transfer of stock to existing Stockholders or persons
approved by the board; (iv) authorization of “blank check” preferred stock that our Board
of Directors could issue to thwart a takeover attempt; (v) limitations on the ability of
Stockholders to call special meetings of Stockholders; (vi) requirements that only the

. nominating committee can submit nominations to our Board of Directors; (vii) requiring

advance notice for a Stockholder to propose matters that can be acted upon at a
Stockholder meeting; and (viii) provisions that require two-thirds of the Class A Votes to
approve certain business combinations if they are not also approved by the Board of

Directors.

: Tax-Free Treatment of the Conversion.

The Conversion is intended to qualify as a tax-free reorganization. No ruling has
been or will be obtained from the Internal Revenue Service regarding any matter related
to the Conversion. We have obtained an opinion from McDermott Will & Emery LLP
that the Conversion will qualify as a tax-free reorganization within the meaning of
Section 368(a) of the Internal Revenue Code. An opinion of counsel is not binding upon

‘the Internal Revenue Service or the courts and is not a guarantee. There can be no

assurance that the Internal Revenue Service will not assert, or that a court will not
sustain, a contrary position. You are urged to consult with your tax advisor as to the U.S.
federal income tax consequences of the Conversion, as well as the effects of state and
local tax laws in light of your own tax situation. See “MATERIAL FEDERAL INCOME

. TAX CONSEQUENCES.”
Risks if the Conversion is not Approved

In addition to the risks which arise if the Conversion is approved and completed,
there are risks associated with a failure to approve the Conversion.

Some current Members of AGRI do little business with AGRI because of, for
example, their inability to access the markets through AGRI, their ability to access
markets themselves, or the availability of more profitable markets than the markets
accessed through AGRI. These Members may have little or no reason to continue to
support AGRI if it continues to operate on a cooperative basis. The Members may
promote other plans that will allow them to access their Membership(s), AGRI Preferred
and Patronage Based Interests. Such plans could result in pressure to distribute cash

- - which AGRI needs to successfully operate its business or to force liquidation of AGRI.

It is difficult for a cooperative organized under Chapter 499 of the Jowa Code to

‘raise new capital from outside sources or from Members. AGRI may not be able to-

easily raise capital either in an emergency or so AGRI can avail itself of business
opportunities. If AGRI is unable to retain sufficient capital generated from its business
activities to grow its business, its businesses may become less competitive and could
result in either less income or 2 loss to AGRI.

AGRI already conducts a substantial portion of its business with non-members or
in businesses which do not generate patronage source earnings. As the level of non-
member business increases, AGRI’s status as a cooperative could come into question.
Such questions could have adverse tax consequences and other consequences which are
not foreseen at this time.
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General Business Risks
Dependence on External Fmancmg

We require significant amounts of capital.(including working capital) to operate
our business. An interruption of our access to short-term credit or a 51gn1ﬁcant increase
" in our cost of credit could materially increase our interest expense and impair our ability
to compete effectively in our businesses.

In the future we will be required to makc capital expenditures to mamtam,
upgrade and expand our facilities to keep pace with competitive developments,
technological advances and changing safety standards. Significant unbudgeted increases
in our capital expenditures could adversely affect our operating results. In addition, if we
are unable to continue devoting substantial resources to maintaining and cnhancmg our

infrastructure, we may not be able to compete effecuvely

Key Personnel.

Our business relies heawly upon our hlghly-skllled and often highly-specialized
employees and executive officers and the relationships they form with customers and
business partners. The unexpected loss of services of any of our key employees or
executive officers, or the inability to recruit and retain highly qualified personnel in the
future, could have an adverse affect on our business and results of operations.

" Risk Man_agement Policies, Practices and Systems.

Our businesses involve substantial risks which could cause material losses if not
~ properly managed. These risks include, but are not limited to, the risks of property loss,
product liability, spoilage, the risk of adverse price movements on company-owned
commodities and inventories or forward cash contracts and derivative contracts, and the
risks of significant credit defaults. We attempt to reduce and manage these risks by
.appropriate management policies. :

Although we have developed risk management procedures and policies to
identify, monitor and manage risks, we cannot assure you that our procedures will be _
fully effective. Our risk management methods may not effectively predict the risks we
‘will face in the future, which may be different in nature or magnitude than in the past
regarding markets, customers and other matters provided by third parties. This
information may not be accurate, complete, up to date or properly evaluated, and our risk
management procedures may be correspondingly flawed. Management of operational,
legal and regulatory risk requires, among other things, policies and procedures to record
properly and verify a larger number of transactions and events, and we cannot assure
investors that our policies and procedures will be fully effective.
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Communications and Information Systems.

Any failure or interruption of our communications and information systems could
cause delays in our business activities, which could significantly harm our operating
results. We cannot assure you that 'we will not suffer any of these system failures or
interruptions from power or telecommunication failures, natural disasters, or that our
back-up procedures and capabilities in the event of any such failure or interruption will
be adequate.

Customer Business Condition.

. Our customers are themselves subject to various business and economic risks
which could result in their business distress or failure. Any significant increase in
business distress and failures of our customers could result in corresponding risk and
losses to the company through, for example, loss of business or credit defaults.

Claims and Liabilities Under Environmental, Health, Safety And Other Laws And
Regulations.

Our operations are subject to various federal, state, local and foreign
environmental health, safety and other laws and regulations, including those governing
air emissions, wastewater discharges and the use, storage, treatment and disposal of
hazardous materials. The applicable requirernents under these laws are subject to
amendment, to the imposition of new or additional requirements and to changing
interpretations by governmental agencies or courts. In addition, we anticipate increased
regulation by various governmental agencies concerning food safety, the use of food
additives and ingredients and wastewater discharges. Furthermore, business operations
currently conducted by us or previously conducted by others at real property owned or
operated by us, business operations of others at real property formerly owned or operated
by us and the disposal of waste at third party sites expose us to the risk of claims under
environmental, health and safety laws and regulations. We could.incur material costs or
liabilities in connection with claims related to any of the foregoing. The discovery of
presently unknown environmental conditions, changes in environmental health, safety .
and other laws and regulations, enforcement of existing or new laws and regulations and
other unanticipated events could give rise to expenditures and liabilities, including fines

- or penalties, that could have a material adverse affect on our business, operatmg results

and financial condition.
Insurance

Our business operations entail a number of risks, including risks relating to .
product liability claims, product recalls, property damage and injury to persons. We

-currently maintain insurance with respect to certain of these risks, including product .

liability insurance, property insurance, workers compensation insurance and general
liability insurance, but in many cases such insurance is expensive and difficult to obtain
and no assurance can be given that such insurance can be maintained in the future on
acceptable terms, in amounts sufficient to protect us against losses due to any such events
or at all. Moreover, even though our insurance coverage may be designed to protect us
from losses attributable to certain events, it may not adequately protect us from all of the
liabilities and expenses that we incur in connection with such events.
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Key Management

We believe our continued success depends on the collective abilities and efforts of
our senior management. All of our employees are “at will” employees. . Thus, either we
or an employee may terminate employment at any time. The loss of one or more key

_personnel could have a material adverse affect on our results of operations. Additionally,

if we are unable to find, hire and retain needed key personnel in the future, our results of
operations could be materially and adversely affected. '

Employee Relations.

None of our employees are presently covered by collective bargaining
agreements. If we fail to maintain good relationships with our employees or if non-
unionized operations were to become unionized, we could face labor strikes or work

stoppages or other activity that could adversely affect our business and operations.

‘Risks Regarding Our Grain Business
Affect Of Weather, Disease And Other Factors Beyond Our Control.

Weather conditions, disease and other factors have historically caused volatility in
the agricultural commodities industry and consequently in our operating results by
causing crop failures or significantly reduced or increased harvests, which can affect the:
supply and pricing of agricultural commodities that we buy and sell in our business and -
negatively affect the creditworthiness of our customers and suppliers. -Reduced supply of
agricultural commodities due to weather-related factors could increase volatility in the

. market and adversely affect our profitability in the future.

Affect Of Government Policies And Regulation.

Government pblicies and regulations affecting the agricultural sector and related
industries could adversely affect our operations and profitability. Agricultural production

“and trade flows are significantly affected by government policies and regulations.

Governmental policies affecting the agricultural industry, such as taxes, tariffs, duties,
subsidies and import and export restrictions on agricultural commodities and commodity
products can influence industry profitability, the planting of certain crops versus other
uses of agricultural resources, the location and size of crop production, whether

~unprocessed or processed commodity products are traded and the value and types of

imports and exports. Future government policies, such as the initiative proposed by
President Bush in connection with the rapid development of ethanol and other bic-fuels,
may adversely affect the supply, demand for and prices of our products, restrict our
ability to do business in our existing and target markets and could cause our financial
results to suffer. -

Our Grain Business is subject to extensive regulation at both the federal and state
levels. The extensive regulatory framework applicable to our industry, the purpose of

-which is to protect customers and the integrity of the commodities markets, imposes

significant compliance burdens and attendant costs on us. The regulatory bodies that
administer these rules do not attempt to protect the interests of our Stockholders as such,
but rather the public and markets generally. Failure to comply with any of the laws, rules
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“and regulations of any independent, state or federal regulatory authority 6ould result in a

fine, injunction, suspension or expulsion from the industry, which could materially and
adversely impact us. Furthermore, amendments to existing state or federal statutes, rules
and regulations or the adoption of new statutes, rules and regulations could require us to
alter.our methods of operation at costs which could be substantial. In addition, our ability
to comply with laws, rules and regulations is highly dependent upon our ability to
maintain a compliance system which is capable of evolving with increasingly complex

and changing requirements.

‘Business Risks.

Our Grain Business depends on our ability to earn a margin on bushels of grain
purchased and sold. We can incur losses if the sale price, after taking into account hedge
gains and losses, is less than the purchase price, if the purchase price cannot be collected,
or if there are uncovered losses relating to physical quality or uncovered risk of casualty
losses. We attempt to mitigate the losses by appropriate policies and risk management

- practices, but there can be no assurance that such efforts will be suffictent to avoid losses.

Our Grain Business is affected by fluctuations in agricultural commodities prices,
navigation conditions on the Mississippi River and Illinois River, rail, barge and truck
freight rates, availability of transportation equipment, energy costs, interest rates and
foreign currency exchange rates. We engage in hedging transactions to manage some,
but not all, of these risks. However, our hedging strategy may not be successful in
minimizing our exposure to these fluctuations, In addition, our control procedures and
risk management policies may not successfully prevent our traders from entering into
‘unauthorized transactions that have the potential to impair our financial position.

" Relationship with Bunge.

We operate our Grain Business through AGRI-Bunge, a joint venture with Bunge.
Pursuant to the terms of the various operations and service agreements related to AGRI-
Bunge, Bunge provides the management, administration and trading functions for our
Grain Business and provides much of the expertise required for its operation.

Bunge may wish to terminate the joint venture in the future for reasons which
cannot now be predicted. We believe that one of the reasons Bunge entered into the joint
‘venture may have been to originate grain from our Members. The impact of the

_Conversion to a business corporation on the business which our Members are willing to

conduct with AGRI-Bunge cannot be predicted at this time. If that business were
adversely affected or if for other reasons Bunge did not wish to do business with us as a
business corporation rather than a cooperative, Bunge may wish o terminate the joint
venture for that reason or other reasons as permitted under the terms of its agreements
with AGRI-Bunge or AGRI.

Either we or Bunge can terminate the joint venture as of any March 1 beginning
March 1, 2008 by giving one year prior written notice of termination. If AGRI or Bunge
terminate the joint venture on March 8, 2008, the terminating party must pay the other
party $500,000. A termination of the joint venture with Bunge or the unexpected loss of
the services provided by Bunge could have an adverse affect on our profitability and
would at least temporarily result in significant additional expense.
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Legal Uncertainties.

The legal and regulatory framework for our Grain Business involves substantlal
legal uncertainties, especially for agricultural commodities in the United States, and in -
international markets due to unresolved issues of a technical, legal, political and
regulatory character. Recent examples in which legal uncertainties have led to losses by
entities in the commodities business include international and domestic losses from

genetically modified grains. These uncertainties create substantlal risks for us.

Risks Regardmg Our Food Business
. Fluctuations in Commodity Prices.

A significant portion of the cost of producing our food products consists of

amounts spent in connection with purchasing inputs such as juice concentrates, food
- grade oils, and packaging. The cost of plastic for bottlés and other packaging materials

are heavily dependent on the price of petroleum that is used to make the packaging -
products. Fluctuations in the prices of inputs materially affect our earnings. While prices
of these items increase from time to time, we may not be able to pass through any
increase in the cost of inputs to our customers. High ingredient and packaging prices
have had a material adverse affect on our operating results in the past. Sudden and
unexpected drop in ingredient or packaging costs can sometimes lead to the loss of
business to a competitor.

We periodically seek to enter into hedging transactions in an effort to manage the
* cost of food grade oil, but this is the only ingredient we can effectively hedge. Further,
the use of such hedging transactions may not be successful in limiting our exposure to
market fluctuations in the cost of food grade oil.

Moreover, the production of ingredients is positively or negatively affected by the
global level of supply inventories and demand for ingredients and petroleum products as
well as the agricultural policies of the United States and foreign governments. In
addition, weather patterns often change agricultural conditions in an unpredictable
manner. A sudden and significant change in weather patterns could affect the supply of
ingredients, as wel} as both our ability to obtain ingredients and deliver products. A
change in any of these factors could materially negatively affect our busmess and results
of operations.

: .Competmon.

~ The food processing and packing industry is highly competitive. Some of our
competitors have greater financial and marketmg resources than we do. In general the
competitive factors in the U.S. food processing and packing industry include price,

product quality, brand identification, packing speed and capamty, breadth of product line

and customer service.” The highly competitive conditions in our Food Business could
force us to reduce prices for our products and services or result in unused capacity, which
would adversely affect our results of operations and financial condition. Further, new
technological advances in packaging or processmg may necessitate significant capital
expenditures to remain competitive.
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- Changes in Dietary Trends and Food Preferences.

Consumer tastes can change rapidly due to many factors including shifting
consumer preferences, dietary trends and purchasing patterns. Our business is largely

‘dependent upon the manufacture of oil-based products and juice products. These

products are generally manufactured by us for the use or sale by others in the food
industry. If consumer preferences for products for which we manufacture declines, then
the demand for our manufacturing of products may decline which would in turn cause our
revenues and profitability to be lower. While we may attempt to anticipate changes in
consumer preferences and react to these changes, because much of our business is private
label for other parties, we may have little control over our ability to adjust for these
changes and demands. -

J?oss of Large Customers.

Sales to two of our customers represented approximately 38% of our sales during
the 2006 Fiscal Year and at 2006 Fiscal Year end those customers accounted for
approximately 29% of Mrs. Clark’s trade accounts receivable. We do not have long-term
contracts with any of our major customers and, as a result, any of our major customers
could significantly decrease or cease their business with us with limited or no notice. If
we lost one or more-of our major customers, or if one or more of our major customers
significantly decreased its orders from us, our business and results of operations could be
materially adversely affected. '

Foreign Embargos, Decreased Export Demand.

We are an exporter to the Middle East, the Caribbean, and Europe. Any decrease
in exports to foreign countries based on, for example, embargos, decreased demand, civil
strife,.oversupply of products, exchange rate fluctuations making our products relatively
more expensive or competing products or bans on certain ingredients may have an
adverse affect on our ability to export our products.

Product Liability ,
Our food products may be subject to contamination by disease producing

. organisms, or pathogens, such as listeria, monocytogenes, salmonella and generic E. coli.

These pathogens are found generally in the environment and, therefore, there is a risk that

_they, as a result of food processing, could be present in our processed products. These

pathogens can also be introduced to our products as a result of improper handling at the
food service or consumer level. These risks may be controlled, but may not be
eliminated, by adherence to good manufacturing practices and finished product testing.
We have little control, if any, over proper handling procedures once our products have
been shipped for distribution. Even if a product is not contaminated when it leaves our
facility, illness and death may result if the pathogens are not also eliminated at the food
service or consumer level. Even an inadvertent shipment of contaminated products is a
violation of law and may lead to increased risk of exposure to product liability claims,
product recalls, loss of customers, and increased scrutiny by federal and state regulatory
agencies. Any of these consequences would have a material adverse-affect on our
business, reputation and prospects. '
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. Water, Energy and Gas Costs

We require a substantial amount, and as we expand our business we will require
additional amounts, of water, electricity-and natural gas to produce our juice and other
food products. The prices of water, electricity and natural gas may fluctuate significantly
over time. One of the primary competitive factors in the food business is price, and we
may not be able to pass on increased costs of production to our customers. As a result,
increases in the cost of water, electricity and natural gas could substantially harm our
business and results of operations. L

Costs of Transportation

Our transportation costs are a material portion of the cost of our products. We
primarily ship our products and receive our inputs via truck. The costs associated with
- the transportation of our products and inputs fluctuate with the price of fuel, the costs to
our transportation providers of labor and the capacity of our transportation sources. We
~ attempt to control the outbound cost of transportation by encouraging most of our
* customers to arrange for pick-up at our docks. Nonetheless, in such circumstances the
cost of shipping to the customer will be a factor in determining whether to purchase from
us or from a competitor offering an overall lower cost. Thus, changes in the costs of
transportation could negatively affect our profitability.

Risks Regarding Our Leasing Business

Our leasing activities, which primarily relate to financial accommodations to
‘customers used to acquire equipment, including fixtures, and buildings (but not the real
estate on which they are set) exposes us to credit risks due'to possible defaults or
nonperformance of our customers. We conduct our activities primarily through
equipment leases. We are exposed to risks relating to the value of the underlying
equipment and building that form the basis of our leasing transactions. Losses in and to
that value, which could be caused by mismanagement of the assets, unexpected changes

in its market value, poor financial performance of the lessee, fraud, misappropriation, or -

uninsured loss, could cause loss to us. If our security interests or leases were invalid or
not fully enforceable, or if the cost of removal of the buildings from the real estate were
" too high, it could cause a material loss.

- THE SPECIAL MEETING
Date, Time, Place and Purpose .

This Disclosure Statement is being furnished to the Members in connection with
the vote of Class A Members to be taken at a special meeting of the Members to be held
at AGRI’s principal office at 700 SE Dalbey Drive, Ankeny, Jowa, 50021, on March 30,
2007, beginning at 10:00 a.m. and at any adjournment thereof. This Disclosure
Statement is being furnished to AGRI’s Class B Member for their information only since
Class B Members will not have a right to vote. '

At the special meeting Class A Members will be asked to approve the Plan of
Conversion that provides for AGRI to convert from a cooperative organized under
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Chapter 499 of the [owa Code to a business corporation organized under the Iowa
Business Corporation Act. AGRI’s Board of Directors has unanimously determined that

~ the Conversion is in the best interest of AGRI and its Members. Accordingly, AGRI’s

Board of Directors unanimously approved the Plan of Conversion and recommends
that Members vote for the Conversion. :

As a part of the Plan of Conversion, Members will vote to liquidate AGRI

-following the Effective Date of the Conversion, appoint trustees to complete the

liquidation and dissolution of AGRI, authorize the election of the members of the Board
of Directors of AGRI Industries for staggered terms ending in 2008, 2009, and 2010, and
amend AGRI’s Articles of Incorporation to conform the way AGRI distributes its assets
(Commen Stock and Rights) in liquidation to the way it will distribute those asset
pursuant to the Plan of Conversion.

Alsoata spec1al meeting AGRI’s Members may be asked to consider and vote
upon a motion submitted to a vote of the Members to adjourn or postpone the special
meeting to another time and place for the purpose of soliciting additional ballots and the
transaction of any other business incident to the conduct of the special meeting.

Eligibility to Vote

You have the right to vote on the Conversion and any other matters submitted for
a vote at a special meeting if you were a Class A Member of AGRI as of the close of
business on February 19, 2007, which our Board has established is the record date for the
special meeting. If you are eligible to vote, you are entitled to one vote.

Required Vote

The affirmative vote of two-thirds of the Members voung at the meeting or by
submitting a signed ballot at or prior to the meeting is required to adopt the amendment to
AGRTI’s Articles of Incorporation.

A majority of the voting Members must vote on the Plan of Conversion either in
person at the special meeting or by submitting a signed ballot at or prior to the special

. meeting, and the affirmative vote of two-thirds of the Members voting is necessary to

approve the Plan of Conversion.
How to Vote

Signed ballots must be received before the final vote at the special meeting or any
adjournment thereof in order to be counted. Your ballot should be marked with a vote

_either “FOR” or “AGAINST” the Conversion. Ballots which are not signed, not marked

either “FOR” or. “AGAINST’ or are marked both “FOR” and “AGAINST” will not be
counted as participating in the vote. A person can change his or her vote by filing a new
ballot (only the last ballot will be counted). A new ballot may be requested by calling the
inspectors of elections or AGRI’s office. The telephone number at Gardiner Thomsen is
515-270-1446 or fax at 515-270-1881 or by email at daveg@gardinercpa.com. Your
telephone call, fax or email should be directed to David Grandgenett.

If you wish to vote by mailed ballot, you should complete and sign your ballot
which will be furnished to you by AGRI with the notice of the special meeting and return
it by mail to Gardiner Thomsen, independent Certified Public Accountants, who will act
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. as the inspectors of elections. The ballot may be mailed to Gardiner Thomsen, _
Attention: David Grandgenett, at their offices at 10555 New York Ave, Urbandale, lowa

150322, To assure that your mailed ballot will be counted, Gardiner Thomsen must
receive your executed ballot at their office before 5:00 p.m. on March 29, 2007.-A
stamped envelope is enclosed with your notice of the special meeting for your use.

- Solicitation of Votes

Solicitation of votes by mail may be supplemented by telephone, telegram or
other clectronic means, and personal solicitation by the directors, officers or employees .
 of AGRI. No additional compensation will be paid to the directors, officers or employees
for such solicitations. :

Informational Meetings

~ AGRI is holding informational meetings to allow Members to learn more about
the Conversion and have an opportunity to ask questions prior to the special meeting.
The informational meetings will be held as follows:

DATE PLACE : TIME
February 27, 2007 Hotel Winneshiek ' 12:00 Noon
' Decorah, lowa
February 28, 2007  Gateway Center ' 12:00 Noon
Ames, lowa
March 6, 2007 Holiday Inn Amana Colonies 12:00 Neon

Williamsburg, Iowa

March 7, 2007 Cellar Restaurant " 12:00 Noon
Fort Dodge, lowa

- Members are welcome to attend any of these informational meetings.

- PLAN OF CONVERSION

The material terms of the Plan of Conversion are described in this section. This
description does not provide a complete description of all the terms and conditions of
the Conversion. It is qualified in its entirety by the text of the Plan of Conversion,
which is attached as Appendix A to this Disclosure Statement. We urge you to read all
of the annexes in their entirety.

General

The Plan of Conversion provides for AGRI, a member-owned agricultural
cooperative association organized under Chapter 499 of the Iowa Code, to convert to a
~ stockholder owned Iowa Business Corporation, AGRI Industries, Inc. The Conversion
will be accomplished by (i) the transfer of all of the assets of AGRI to its wholly-owned
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subsidiary, AGRI Industries, (ii) AGRI Industries’ assumption of all of AGRI’s
liabilities, (iii) the transfer of Class A Common Stock and Rights to AGRI, and (iv)
AGRTI’s distribution of the Class A Common Stock and Rights received to its Members in
complete liquidation and dissolution of AGRL Thus, at the Effective Date of the
Conversion, (1) Members will cease to hold any interest in AGRI and will become the
stockholders of AGRI Industries, and (2) AGRI Industries will own and conduct the
businesses that AGRI conducted before the Conversion.

VYaluation

Clifton Gunderson LLP has provided the Board of Directors with its valuation of
our business operations as of August 31, 2006. Because our Grain Business is seasonal

‘and because of the unusual voatility of the Grain Business during the 2007 Fiscal Year

which we believe may distort the valuation of our Grain Business, we believe that it is
difficult to fairly value our business operations on an interim date without risk of material
distortion. Consequently, we have chosen to use the August 31, 2006 date for valuation

| _for purposes of the Conversion.

In addition, we have determined with the assistance of Clifton Gunderson, the
non-operating assets which we believe provide us with additional value. We have valued
those assets as of a recent date and do not believe that valuation has or will fluctuate
materially between now and the Effective Date of the Conversion.

Based on those valuations of our businesses and non-operating assets, we believe
the fair value of the Members’ equity is $32,150,000. That amount is approximately -
$9,326,000 more than the net worth of AGRI shown on its 2006 Audited Financial

- Statements and $23,610,000 more than the book value of the outstanding Memberships
‘and AGRI Preferred shown on its 2006 Audited Financial Statements. The Members will

receive Class A Common Stock based on this fair value of the Members’ equity of
$32,150,000. :

What You Will Receive in the Conversion

_ Under the Plan of Conversion we currently estimate that we will distribute to
AGRI’s Members an aggregate of 3,215 shares of Class A Common Stock and Rights
based on the valuation described above. Each Member of AGRI will receive one share of
Class A Common Stock of AGRI Industries for its fully paid Membership. Each

" Subscriber that pays the balance of its subscription price prior to March 30, 2007, will
‘receive a share of Class A Common Stock. Each holder of AGRI Preferred shares will

receive one share of Class A Commoén Stock for each 100 shares of AGRI Preferred it

“owns and a fractional Right for any fractional share of Class A Common Stock it would

receive.

Each Member will receive an additional distribution of Rights (including
fractional Rights) based on its proportional share of AGRI Preferred it holds on the
Effective Date (including AGRI Preferred which would have been issued in connection
with the 2007 Fiscal Year Patronage Dividend).

Only whole shares of Class A Common Stock of AGRI Industries will be issued.
Thus, the fractional Rights you receive under each of the formulaé and in connection with
the 2007 Fiscal Year Patronage Dividend will first be aggregated to determine if you
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would receive an additional share of Class A Common Stock and any excess fraction will
be discharge for cash equal to the fraction of a Right times $10,000. The Member will be
deemed to have received the Class A Common Stock and Rights on the Effective Date,

but the actual number of shares of Class A Common Stock each Member will receive will

- not be determined until AGRI’s audit for its 2007 Fiscal Year is complete. We will mail

each Member its cash for any fractional share and a schedule setting forth the number of
shares of Class’A Common Stock the Member holds as soon as practicable after we
receive AGRI’s audit for the 2007 Fiscal Year. Cash received in lieu of a fractional share
_of Class A Common Stock shall be deemed to have been received for the fractional
Rights in the following order of priority: (1) for fractional Rights for 2007 Fiscal Year
Patronage Dividend; (2) for fractional Rights for AGRI Preferred, and (3) for fractional
Rights for Patronage-Based Interests.

- Patronage Dividends for Fiscal Year 2007

AGRI will pay a 2007 Fiscal Year Patronage Dividend on the patronage-source

- income earned during its 2007 Fiscal Year. AGRI will not allocate a patronage source
loss, if one should be incurred, for the 2007 Fiscal Year, AGRI will pay 20 percent of the
2007 Fiscal Year Patronage Dividend in cash and the balance will be paid in Class A
Common Stock of AGRI Industries. We intend that the 2007 Fiscal Year Patronage
Dividend will be treated as a qualified patronage dividend pursuant to the payment of
cash or qualified written notice of allocation. A Member will receive Rights for any
amount which would result in the issuance of a fractionat share of Class A Common

.Stock. The fractional Right will be aggregated with any other fractional Right the

. Member receives to determine whether the Member is entitled to an additional whole

. share of Class A Common Stock and any remaining fractional Right shall be discharge

for cash equal to the fraction of a Right times $10,000.

Transfer Restrictions

The Articles and Bylaws of AGRI Industries provide restrictions on the
ownership and transfer of Common Stock.

The Articles of Incorporation provide that before Septcmber 1, 2012, shares of
Class A Common Stock may be transferred only to (a) AGRI Industrles, (b) a farmer-
owned cooperative, (¢) a Class B Member on August 31, 2007, (d) employees of AGRI
Industries, or (e} a pension/profit sharing stock bonus or other compensation plan ‘
maintained by AGRI Industries or by a member of a controlled group of corporations or
 trades or businesses of which AGRI Industries is a member. After September i,2012,
‘Stockholders may transfer common shares to anyone.

AGRI Industries will not recognize the transfer of any shares of Common Stock
- until it has been informed of the price or valuation of the shares transferred.

At all times on or before September |, 2012 a Stockholder must first offer its
Common Stock to AGRI Industries before selling, assigning, transferring, donating or
disposing of its shares to anyone except:

a. Common Stock may be transferred to any Class A Common Stockholder.

_ b. Common Stock may be transferred in connection with the sale of
substantially all of the assets of a Class A Common Stockholder to a farmer-owned
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cooperative or in connection with a merger in which a farmer-owned cooperative is the
surviving corporation;

c. Common Stock may be transferred to any transferee not otherwise

approved as provided in (a) and (b), which transferce is approved in advance by the
‘Board of Directors if the transferee is otherwise eligible in accordance with the Articles

of Incorporation and Bylaws; and

d. Common Stock issued to any profit sharing plan or other plan for the
benefit of employees of the Corporation or for the benefit of employees of a controlled

~ group of corporations or trades or businesses of which the Corporation is a member shall

be transferable as provided in such Plan. -

1f the Common Stockholder does not meet one of the exceptions set forth above, a
Common Stockholder desiring to sell or transfer all or any part of its shares of Common

" Stock must first offer to sell all of its shares of Common Stock to AGRI Industries for the
~“lowest purchase price per share the offering Stockholder would be willing to accept for

its stock from any third party. AGRI may elect to purchase all, but not less than all, of
such shares at any time within a period of sixty (60) days after the receipt of notice of the

offer. If AGRI Industries elects to purchase the shares, the Stockholder will transfer the

shares to AGRI Industries free and clear of all liens and encumbrances, and AGRI
Industries will pay the purchase price in full in cash on a date specified by it not later than
90 days after receipt of the notice from the offering Stockholder. .

If AGRI Industries does not purchase all of the shares offered to it, the offering
Stockholder may proceed to sell any or all of its shares to any third party that is otherwise
eligible (in accordance with the Articles of Incorporation and the Bylaws) to own such
shares, but only at a purchase price per share no less than the purchase price at which it
offered such shares to AGRI Industries.

The offering Shareholder must again offer to AGRI Industries any shares of
Common Stock which it has not sold within ninety (90) days following the earlier of the
expiration date of the sixty day purchase period described above, or the date of any notice
of non-exercise of such option given by AGRI Industries. '

Additionally, no transfers of Common Stock will be permitted if as a result of

~ such transfer AGRI Industries would become subject to reporting requirements of the

Securities Act of 1934 (a “Reporting Transfer”). Generally this last restriction would
prohibit a transfer if as a result AGRI Industries would have more than 500 shareholders
{As of the date of this Disclosure Statement, AGRI has 92 Members and Subscribers.).

Any purported Reporting Transfer shall be null and void. AGRI Industries has
the right to purchase any shares with respect to which a Reporting Transfer has been
attempted on the following terms:

a.  Upon determining that an attempted transfer is a Reporting Transfer,
AGRI Industries must give the Stockholder attempting the Reporting Transfer notice (i}
that the attempted transfer is a Reporting Transfer, (ii) that such transfer is null and void,
(iii) that if such Stockholder does not advise the Corporation that it has rescinded such
attempted transfer within 60 days following the date AGRI Industries gave notice that the
transfer is a Reporting Transfer, AGRI Industries will have the right to purchase the
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" “shares on the terms provided in Section 3.6 of Asticle VI of the Bylaws, and (iv) of the -

terms of Section 3.6 of Article VI of the Bylaws.

_ b. Within 60 days following the date on which AGRI Industries gave notice,
~ the Stockholder may notify AGRI Industries that the Stockholder has rescinded the
attempted transfer, in which case the Stockholder shall have the right to retain the shares
as the full owner of the shares but subject to the restrictions on transfer set forth in the -
Articles of Incorporation and these Bylaws applicable to all Stockholders.

C. If the Stockholder fails to notify AGRI Industries that it has rescinded the
-attempted transfer within 60 days following the date on which AGRI Indusiries gave
notice, then AGRI Industries shall have the right to purchase the shares from the
Stockholder, effective as of the date of the attempted transfer.

d. - If the Corporation exercises its right to purchase shares, the purchase price
- for such shares shall be equal to 30% of the book value of the shares as computed by
AGRI Industries’ certified public accounts on the basis of generally accepted accounting
principles as of the date of AGRI Industries’ most recent audited financial statements. -

e. AGRI Industries may pay the Stockholder the purchase price for such
shares in not more than five equal annual installments ending not more than five years
‘after the date AGRI Industries first received notice of the attempted Reporting Transfer.
AGRI Industries is not obligated to pay interest on the unpaid balance of the purchase
price and the Stockholder is not entitled to any security for such payments other than the -
general credit of AGRI Industries.

f. - If AGRI Industries does not elect to purchase shares, the Reporting
Transfer is nonetheless, null and void, the Reporting Transfer will not be recognized by
AGRI Industries for any purposes and the Stockholder attempting the Reporting Transfer
shall be treated for all purposes as the true and beneficial owner of the shares.

AGRI Industries believes that the ongoing cost of being a reporting company
under the Securities Exchange Act of 1934 is onerous, Consequently, AGRI Industries
would like to assure that no Stockholder will knowingly attempt a Reporting Transfer in
spite of the restrictions in the Articles of Incorporation and Bylaws. AGRI Industries
~ would like to assure that if a Stockholder knowingly aitempts a Reporting Transfer the
. consequences to the Stockholder may be severe and the benefit to AGRI Industries to
:deal with the prob]em will be significant.

' Voting Restrictions

The Articles of Incorporation of AGRI Industries provide that if anyone becomes
a holder of more than 5 percent of the outstanding shares of Class A Common Stock, the
person will be entitled to one vote per share on the number of shares equal to 5 percent of
the outstanding shares of Class A Common Stock and to 1/100™ of a vote for all the
shares in excess of 5 percent. A similar restriction applies to Class B Common Stock on
those occasions when it has a statutory right to vote. '
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Background of the Conversion

Over the past several years and particularly in recent months our Board of

~ Directors and senior management have carefully analyzed our business and structure. As
- a result of that analysis, it has become apparent that significant structural changes are

necessary in order to continue to operate and expand our business in an appropriate
manner and to provide value to our Members. After carefully exploring alternatives, the
Board of Directors has determined that it is in the best interest of AGRI and its Members
to cease operating on a cooperative basis and to begin operating as a business

_corporation. We expect the Conversion to discontinue operations on a cooperative basis

and become a stockholder business corporation will afford our Members a greater
opportunity to realize the true value of their investment in us.

Ultimately, AGRI’s Board of Directors based its final decision 1o convert from a
cooperative to a busmess corporatlon on a number of factors including those discussed
below.- :

e The last two decades have seen a substantial consolidation among farmer-
owned cooperatives that are Members of AGRI. That consolidation has
occurred through mergers and acquisitions resulting in larger cooperatives
that have significantly greater capabilities including direct market access.
The ability of those cooperatives to then directly market grain has reduced
their demand for the services traditionally provided by AGRI.
Additionally, reducing demand for the export of corn and soybeans
through Mississippi terminal points has substantially reduced the need of -
AGRI’s Members for the services traditionally provided by AGRI. New
forces in the grain market, such as local production of ethanol and other
bio-fuels, may further erode the ability of AGRI to serve its Members
through its access to traditional markets.

+ In order to maintain our status as a cooperative under applicable law, we
must conduct a substantial portion of our business with our Members.
However, we are already conducting a significant amount of business with

~ non-members or in businesses which are not patronage based (such as the
food processing and packaging business of Mrs. Clark’s). As the level of

non-member business increases, our status as a cooperative could come
into question.

~® We cannot distribute earnings from our non-member business activities as
patronage dividends. After the Conversion, we can decide whether to pay
dividends from the profits of business activities to the stockholders based
on their equity interest rather than their level of business done with AGRI
Industries. This change will make it possible for existing Members to
realize the benefits of the non-member business conducted by us.

* We believe the Conversion will enhance the value of the individual
interests of our Members by converting such interests to stock which will
have an investment value more directly related to our value as a business.
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e We believe that the Conversion may improve the liquidity of your
investment in us. Currently a Member cannot transfer its Membership
interest. Because AGRI Preferred does not bear dividends and is
redeemable at par there is little or no market for AGRI Preferred. After
the Conversion, subject to a right of AGRI Industries to purchase a
Stockholder’s shares in certain cases, (i) before September 1, 2012,

" stockholders may transfer the shares of Common Stock to us, a farmer-

~ owned cooperative, another Class A Common Stockholder, employees of
AGRI Industries or certain employee compensation plans so long as the
transfer would not cause us to become a reporting company under the
Securities Act of 1934, and (ii) after September 1, 2012, a stockholder
may transfer its shares of Common Stock to any one so long as the transfer
would not cause us to become a reporting company under the Securities
Act of 1934. Generally this last restriction under existing law would
prohibit a transfer if it would result in the corporation having more than
500 shareholders. AGRI currently has 92 Members and Subscribers so it
does not believe any transfers would cause it to become a reporting
company until at least some time afier August 31, 2012.

e While the Board of Directors does not currently foresce a public offering
of additional shares of Common Stock to raise capital, restructuring as an -
Iowa business corporation will provide additional flexibility in the event
we need to act in a timely fashion to meet capital requirements or -
emergencies.

¢ The Board of Directors has determined that the taxation of dividends (with
the availability of the 70% dividends-received deduction to our Members)
and the loss of patronage dividend deduction are acceptable given the
expected benefits to both the business enterprise and our Members.

‘This is not intended to be an exhaustive discussion of factors considered by our .
Board of Directors and senior management, but we believe it includes the material factors
they considered. In reaching its determination to approve and recommend the
Conversion, the Board of Directors considered the above issues and factors collectively
without quantifying or assigning a greater weight to any one factor.

 Amendment of the AGRI Articles of Incorporation

AGRI proposes to amend its Articles of Incorporétion to conform the provisions
of Article XII regarding distributions on dissolution or liquidation with the proposed
method of distributing Patronage Based Rights described in the Plan of Conversion and

this Disclosure Statement. Only clause 4 of Article XII will change. Clause 4 now reads

as follows:

“4. Any remaining assets shail be proportionately. distributecl among the
members and former members based upon the business done over a period
of years determined by the Board of Dlrectors to be practicable under the
-circumstances.”
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Pursuant to the Plan of Conversmn Clause 4 of Article XII would be amended to
read as follows:

“4. Any remaining assets shall be distributed among the members in
proportion to the revolving fund and preferred stock issued in exchange-
for revolving fund which is held by each member at the effective date of
liquidation or dissolution.”

The remaining assets described in Section 4 of Articles X1I as now written and as
amended closely equal the amount of Rights that will be allocated as Patronage-Based
Interests

AGRI has paid inconsistent percentages of its patronage dividends over many
years in cash and deferred patronage dividends in the form of AGRI Preferred, and as
much as 100% of the patronage dividend was paid in cash in some years. Moreover,

AGRI has allocated patronage losses to its Members for its 2001 Fiscal Year and its 1987

Fiscal Year. Because the 1987 Fiscal Year patronage loss allocation was substantially
larger than the 2001 Fiscal Year loss allocation and because of the difference in financial
condition of AGRI between 1987 and 2001, the two losses were not allocated in the same
manner. Some of the AGRI Preferred dates from 1981 or earlier and is net to its holders
after the allocation of patronage losses in 1987,

The Board of Directors believes that it is the deferred patronage which was kept
in AGRI which has permitted AGRI to grow to a value in excess of the book value of the
Memberships and AGRI Preferred, and that.the Members who received cash got the
immediate benefit of the cash patronage rather than contributing to the growth of AGRI.

- The holders of AGRI Preferred that was issued before 1987 provided an equity capital

base that helped AGRI through some of its leanest times and suffered from the bad times

- by absorbing the loss allocated in 1987. The AGRI Preferred allocated since 1995 also

provided an equity base that helped AGRI sustain its growth in recent years.

Consequently, the Board believes that an allocation based on total AGRI
Preferred holdings at the time of liquidation and not on total allocated patronage most

~equitably allocates the Patronage Based Interest to the Members who created that interest.

~ AGRI has experienced a marked reduction in the number of Members over the
many years which are represented by the outstanding AGRI Preferred. That reduction

‘has resulted in part from tlie sale 6f former members to other cooperatives or non-

cooperative businesses. It has also resulted from redemption of the Memberships held by
former members who were no longer using AGRI’s services.

Often the AGRI Preferred was transferred to another coop as a part of a merger,
but it would be difficult or impossible to track the total patronage of a merged coop to

" another coop. In addition, some coops acquired AGRI Preferred by merger while others

acquired it in an asset purchase. It would be both difficult to track the total patronage
from the acquired coop to the acquiring coop and questionable as to whether the tracking -
should occur at all since not all rights and obligations of the acquired coop were
nccessarily transferred to the acquiring coop in the same way as they do in a statutory
merger. Because of these difficulties related to tracking, the Board of Directors believes
it is more practicable to allocate the Patronage Based Rights on the basis of AGRI
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Preferred held by its Members at the time of liquidaﬁon than on the basis of total
allocated patronage.

In addition, Section 499.48 of the lowa Code (which governs AGRI’s
organization) prowdes that if a cooperative does not establish its.own method of
distributing assets, the remaining assets will be paid to each person in proportion to the
total of each person's revolving fund, stock, or other equity interest in the cooperative and
 that revolving funds, and all other equity interests in the cooperative shall be treated
“equally based on their stated values. Thus, the proposed amendment to Article XII

closely mirrors the default method of distribution contemplated by Chapter 499.

Because of the foregoing, the Board of Directors believes that the proposed

- allocation of Patronage Based Rights is fair and equitable, and can be done in a manner
which can be followed by all Members.  The method of allocation also closely matches
the method of distribution in liquidation contemplated by the Iowa legislature in Section
499.48. Consequently, the Board of Directors recommends that the proposed
amendment to Article XII Section 4 be adopted by the Members.

The proposed amendment will be adopted if 2/3 of the Members voting at the
special meeting vote in favor of the proposed amendment. The voting requirement for
adoption of the Plan of Conversion requires the affirmative vote of 2/3 of the voting
. Members at the special meeting in a vote in which a majority of all voting Members vote.

. Thus, it is possible that the Members may adopt the amendment even though they do not
approve the Plan of Conversion.

Recommendation of AGRI Board of Directors

The Board of Directors believes that it is in the best interests of AGRI and its
Members to restructure AGRI to cease operating on a cooperative basis and to become a
‘business corporation as set forth in the Plan of Conversion. Accordingly, the Board of
Directors has approved the Plan of Conversion. The Board of Directors recommends that
* Members vote “FOR” adoption of the proposal to convert AGRI as described herein. If
the Conversion is not consummated for any reason, we intend to continue to operate our
business in a cooperative form, :

Interest of Certain Persons

_ In considering the recommendation of the AGRI Board of Directors to vote in
‘favor of the Conversion, you should be aware that members of AGRI’s Board of
Directors have certain interests that may impact your decision.

Four members of the Board of Directors and the CEO of AGRI are members of
“farmer-owned cooperatives which are themselves active Members of AGRI. Two

directors are managers of farmer-owned cooperatives which are themselves active
- Members of AGRL

In the Conversion each Member related to an AGRI Director or the CEQ will
receive shares of Common Stock of AGRI Industries or cash based on the same formula
that is applied to all Members. The Board of Directors selected the formula to be applied
to all Members and determined that it believed the formula was fair. Nonetheless, a
different formula may have created a greater or smaller proportion of Common Stock
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allocated to each Member, including the Members with whom each Director or the CEO
is associated, than the formuia selected.

Additionally, each Member related to an AGRI Director or the CEO will receive
Class A Common Stock in exchange for their 2007 Fiscal Year Patronage Dividend on
the same basis as all Members.

‘ In accordance with the Plan of Conversion, each of the current Directors of AGRI
will serve as a member of the Board of Directors of AGRI Industries. These individuals
will receive the same compensation as a director as they now receive from AGRI. The
compensation paid to directors is set forth under “MANAGEMENT”.

Neither the compensation nor benefits of our employees will change as a result of
the Conversion. We do not foresee a change in compensation or benefits for our

- employees, other than normal increases we believe are consistent with best business

practices. The Board of Directors may study whether the use of stock options, restricted

. stock and stock bonus plans as a part of employee compensation would benefit AGRI

Industries, since such plans will now be possible and have not been possible while AGRI
has operated as a cooperative. Nonetheless, we have no intention to establish an
employee stock ownership plan or similar plan for our employees now or in the

. foreseeable future. Thus, the Board of Directors does not currently foresee compensating

any of our employees through stock options, stock bonuses, restrictive stock plans or
similar stock programs.

Conditions to Completion of the Conversion

In order for us to complete the Conversion, the approvals and conditions set forth -
below among others must be obtained or satisfied.

Regulatory Approval

No regulatory appfovzi]s must be obtained in connection with the proposed
Conversion. Certain filings with, but not approvals of, state and federal securities
regulators are required to comply with federal and state securities laws.

Approval by Our Members

To complete the amendment to our Articles of Incorporation voting Members
must approve the amendment by at least a two-thirds affirmative vote of the votes cast at
the meeting. The Members may cast their vote by written ballot either at or prior to the

_ special meeting.

To complete the Conversion, the voting Members must approve the Plan of
Conversion by an affirmative vote of at least two-thirds of all votes cast on a vote at
which at least a majority of the voting Members vote. The Members may cast their vote
by written ballot either at or prior to the special meeting.

Each voting Member is entitled to one vote on the proposition to adopt the Plan of
Conversion, including the amendment to the Articles of Incorporation. In order to deliver
a valid vote and to be counted as participating in the vote, you must vote on an official
ballot and either deliver it at the meeting or return it to the inspectors of elections not

-35-




later than the day before the meeting in accordance with the instructions set forth in the
"notice of the meeting. The name and address of the inspectors of elections is Gardiner
Thomsen, Attention: David Grandgenett, at their offices at 10555 New York Ave,
Urbandale, lowa 50322. All ballots must be received prior to the time the vote counting
begins at the special meeting or any adjournment thereof in order to be counted. No
- other ballot or method of voting will be considered for purposes of this vote. Ballots
. which are not signed, not marked either “FOR” or “AGAINST’ or are marked both
“FOR” and “AGAINST” will not be counted as participating in the vote.

You are cligible to vote on the Conversion if you are a Subscnber or Member of
- AGRI as of the close of business on February 19, 2007.

Amendment or Withdrawal of the Plan of Conversion

Except for the proportion in which Members will receive Class A Common Stock
in the Conversion and except for the amendment to AGRI’s Articles of Incorporation set
forth in Article X of the Plan of Conversion, the Board of Directors of AGRI, bya
.. majority vote, at any time may modify and cause AGRI Industries to modify the terms
and conditions of the Plan of Conversion.

AGRTI’s Board of Directors, in its sole dlscretlon. is authorized to abandon the
Plan of Conversion at any time prior to the Effective Date of the Conversion without
further action or approval of the Members.

If the Members adopt the amendment to AGRI’s Articles of Incorporat:lon, the
amendment will be filed and become effective when filed.

Distribution of AGRI Industries Stock and Cash for Fractional Shares

As soon as practicable after the completion of the Conversion, we will enter your
ownership of Class A Common Stock on the records of AGRI Industries, and we will
mail you a notice showing the number of shares you own and a check for any cash to
which you are entitled in lieu of a fractional share. The shares of Class A Common Stock
that you receive in the Conversion will be issued to you without stock certificates in
book-entry form. You will not be able to request a stock certificate representing your
shares.

‘ Appraisal

Since the fair value of AGRI is very important in evaluating the proposed

Conversion, we considered several recommended appraisal firms, then selected the firm
of Clifton Gunderson, LLP. Clifton Gunderson is a regional firm of certified public

~ accountants and consultants which has a group continually engaged in the appraisal of

businesses for a variety of purposes. We have no prior relationship with Clifton

Gunderson. Such firm was paid a fee which was not in any way dependent on the results

of the appraisal. The total fee for Clifton Gunderson’s appraisal is estimated to be
between $23,500 and $28,500 dollars.

. Clifton Gunderson’s work was performed in accordance with Standards for
Consulting Services established by the American Institute of Certified Public
Accountants (AICPA). Their work does not constitute an audit in accordance with
generally accepted auditing standards, an examination of internal controls, or any other
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attestation or review service in accordance with standards established by the AICPA.
Accordingly, they do not express an opinion or any other form of assurance on our
financial statements, any other financial or non-financial information, or operating
controls and internal controls.

Clifton Gunderson has used its professional judgment to determine what records

- and documerits it reviewed and relied on. Clifton Gunderson accepted financial

information we provided to them at its face value. They assume no responsibility and

-make no representations with respect to the accuracy or completeness of information

which we provided to them, and they provide no assurance that matters of significance to
our financial condition or information have been identified.

AGRI chose to value its equity as of its 2006 Fiscal Year end, August 31, 2006,
the date of its most recent audited financial statements. AGRI’s Grain Business is
seasonal and a valuation of that business based on an interim period rather than a year
end could distort its value either positively or negatively. Mrs. Clark’s and the leasing
business provide relatively steady cash flow and operating results; we believe the current
fair value of those assets can reasonably be evaluated on the basis on the 2006 Fiscal
Year end results. AGRI is not aware of any unusual change in the operating results of any
of its businesses which would cause it to believe a valuation based on 2006 Fiscal Year

- end would be matcrially different than a valuation based on a more recent date after

taking into account the scasonal nature of its Grain Business. Clifton Gunderson
concured in the use of the 2006 Fiscal Year end for valuation based on the foregoing

factors which AGRI brought to their attention.

Further, AGRI will allocate a 2007 Fiscal Year Patronage Dividend based on the
patronage source income for the 2007 Fiscal Year which will partially take into account
2007 Fiscal Year performance and the business the Members have done during the 2007
Fiscal Yecar.

AGRI instructed Clifton Gunderson to appraise the fair value of the equity of
AGRI and placed no limitations on the appraisal. Clifton Gunderson relied on other
experts or sources of valuation with respect to certain real estate in forming its appraisal.

Through discussions with AGRI, Clifton Gunderson determined it was possible to

. estimate the fair value of several real estate properties owned by AGRI through

indication of value such as capltahzed rental income, listing price, historical purchase

~ price and others. The remaining real estate propertles were valued by an mdependent real
~ estate appraiser, Ahrens Realty, Inc.

Clifton Gunderson has concluded its appraisal of the equity of AGRI and

“determined that, in its opinion, the fair value as of August 31, 2006 of the equity of AGRI

was $32,150,000. This value is divided by $10,000.00 to establish the total number of
Rights and shares of Common Stock of AGRI Industries to be issued in the Conversion.
This value and the total number of Rights and shares of Common Stock established using
it does not include any Common Stock which the Members will receive for their 2007
Fiscal Year Patronage Dividend.
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Any Member may obtain a complete copy of the Clifton Gunderson appraisal

- report from AGRI at its office at 700 SE Dalbey Drive, Ankeny, lowa, 50021, telephone: -

- (515) 944-2267.

. Statutory Appraisal Rights

Under lowa corporate law, Members who oppose the Plan of Conversion will not
. have the statutory right to dissent from the transaction and demand the cash payment of
the fair value of their shares in the transaction. Therefore, if the Plan of Conversion is

" approved and the Conversion is completed, a Member will have no statutory right to seek
a separate appralsal of its exlstmg Membershlp, AGRI Preferred and Patronage-Based

Ri ghts

Accounting Treatment

We will account for the Conversion on our financial statements as a change in
legal structure among entities under common control. Accordingly, we will not close our
Fiscal Year for accounting purposes, we will record the value of the assets and liabilities
transferred to AGRI Industries at their carrying amounts on the records of AGRI, and we
will recognize no goodwill or other intangible assets in connection with the transaction.
We will close the year on the Effective Date of Conversion. We will determine the 2007
Fiscal Year Patronage Dividend at the close of the 2007 Fiscal Year. No patronage will
be earned or allocated from and after August 31, 2007.

SALES OF COMMON STOCK
R_estrictions on Transfer _
Sale of the Common Stock will be subject to significant restrictions on transfer.

The Articles of Incorporation of AGRI Industries provide that before September

1, 2012, shares of Class A Common Stock may be transferred only to (i) AGRI
Industries, (ii) a farmer-owned cooperative, (iii) our employees, (iv) a pension/profit
sharing stock bonus or other compensation plan maintained by AGRI Industries or by a
member of a controlled group of corporations or trades or businesses of which AGRI

- Industries is a member, or (v) any Class B Member of AGRI on August 31, 2007. After
"August 31, 2012, Class A Common Stock may be transferred to any Person. The Articles
-of Incorporation of AGRI Industries provide that Class B Common Stock may be
transferred to any person (No Class B Common Stock will be issued as part of the
Conversion.). : _

Additionally, no transfers of Common Stock will be permitted if as a result of
such transfer (a “Reporting Transfer”) AGRI Industries would become subject to
reporting requirements of the Securities Act of 1934. Generally a Reporting Transfer will
occur if the transfer would result in the AGRI Industries having more than 500
shareholders (AGRI currently has approximately 92 Members so we do not believe any
Reporting Transfer is likely to occur before August 31 ,2012). A Stockholder who makes
a Reporting Transfer and fails to rescind it is required, at the election of AGRI Industries,
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‘to sell the Class A Common Stock transferred in the Reporting Transfer to AGRI

Industries for 30% of the book value of the shares as of AGRI Industries most recent
audited financial statement.

The Bylaws of AGRI Industries also generally require a Common Stockholder
desiring to sell any of its shares of Common Stock to first offer to sell all of its stock to
AGRI Industries for the lowest purchase price per share of each class of Common Stock
owned that the offering stockholder would be willing to accept for its stock from any
third party except in the case of the following transfers:

a. A transfer to any Class A Common Stockholder;

b, A transfer in connection with the sale of substantially all of the assets of a
Class A Common Stockholder to a farmer-owned cooperative or in
connection with a merger in which a farmer-owned cooperative is the
surviving corporation;

c. A transfer to any transferee other than as set forth in a and b, which
transferee is approved in advance by the Board of Directors if the
transferee is otherwise eligible in accordance with the Articles of
Incorporation and these Bylaws; and

- d A transfer to any profit sharing plan or other plan for the benefit of
' employees of the Corporation or for the benefit of employees of a
‘controlled group of corporations or trades or businesses of which the
Corporation is a member shall be transferable as provided in such Plan.

If a Stockholder does not sell its shares within the earlier of 60 days after the date

"~ AGRI Industries declines to purchase the shares or 150 days after they are first offered to
'AGRI Industries, the Shareholder must again offer the shares to AGRI Industries before

selling them te anyone else.

AGRI Industries will not recognize the transfer of any shares of Common Stock
until it has been informed of the price or valuation of the shares transferred.

‘Voting Rights

- If anyone becomes the beneficial owner of more than 5 percent of the outstanding

 shares of Class A Common Stock (“Excess Shares”), the person will be entitled to one

vote per share on the number of shares equal to 5 percent of the outstanding shares of
Class A Common Stock and to 1/100™ of a vote for each of its Excess Shares. While it is
not possible to determme whether any Member will hold Excess Shares until after the
Effective Date, it is possible that one or more of the larger holders of AGRI Preferred
will hold Excess Shares.

The Class B Common Stock (if any 1s ever issued after the Conversion) will
generally not be entitled to vote except in special circumstances enumerated in the IBCA.
If anyone becomes the beneficial owner of more than 5 percent of the outstanding shares
of Class B Common Stock (“Excess Shares™), when the Class B Common Stock is
entitled to vote, the person will be entitled to one vote per share on the number of shares
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" equal to 5 percent of the outstanding shares of Class B Common Stock and to 1/100” of a
vote for each of its Excess Shares. '

Market for the Shares -

There is no established public trading market for AGRI Industries Common Stock
that will be issued in the Conversion, and we do not expect one to develop in the
foreseeable future. As a result, you may have to hold your Common Stock for an
indefinite period of time because you may not be able to readily resell your shares.

- Furthermore the restrictions on transfer will limit the number of potential buyers for the

stock.

in making such a market. AGRI Industries may maintain a list of its Common
Stockholders who are interested in selling their Common Stock and may make that list
available upon request. AGRI Industries will not gencrally make available a record of
proposed or actual sales and it will use such information only for its own records or as it
relates to tax requirements. AGRI Industries will not make any réecommendations
regarding the advisability of selling or purchasing Common Stock or the terms of the
sale.

Securities Law Restrictions

Common Stock received in the Conversion may be resold only in transactions that
are exempt from registration under state and federal securities laws or pursuant fo further
registration under federal and state securities laws. We do not intend to register any of -
*our shares at any time in the foreseeable future. Since the shares will not be registered
- under federal securities laws or the securities laws of any state, each Stockholder must
_ determine that any offer or sale it intends to make is exempt from registration under
federal securitics laws and the securities laws of the applicable state. It is the
responsibility of each purchaser and seller of Common Stock to assure that the
transaction is exempt and in full compliance with state and federal securities laws.

This document cannot be used in connection with subsequent sales of Common
- Stock of AGRI Industries received in the Conversion by a Stockholder.

EFFECT OF THE CONVERSION ON RIGHTS OF MEMBERS

_ At the special meeting, our voting Members will vote on the Plan of Conversion

“and the amendment to the AGRI Articles of Incorporation described in the Plan of
Conversion. We, as AGRI, are organized as a cooperative association under Iowa Code
- Chapter 499. Following the Conversion, we, as AGRI Industries, the surviving
corporation following the Conversion, will be a for profit corporation governed by the
Towa Business Corporation Act (“IBCA”, Chapter 490 of the Iowa Code).

The following discussion describes certain significant differences between the
rights of AGRI’s Members under provisions of Chapter 499 of the Iowa Code relating to
cooperatives as compared to the rights of AGRI Industries’” Stockholders under

provisions of the IBCA relating to for profit business corporations, including a discussion .

of certain differences between AGRI’s current Articles of Incorporation and Bylaws and
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AGRI Industries’ proposed Articles of Incorporation and Bylaws. This summary is
qualified in its entirety by the complete text of AGRI’s Amended and Restated Articles of
Incorporation and Amended and Restated Bylaws and AGRI Industries’ Articles of
Incorporation and Bylaws. '

AGRI Industries

AGRI
MEMBERSHIP STOCKHOLDERS
Members vs. AGRI is owned by its AGRI Industries will be owned
Stockholders Members. Under AGRI’s by its stockholders. Until
' “Articles, a Class A Member September 1, 2012 Class A
must be a farmer-owned Common Stock may only be
cooperative which handles or | transferred to farmer-owned
supplies agricultural products. | cooperative associations, other
Class B Members are any other | Class A Common Stockholders,
Member. Only Class A AGRI Industries, employees of
Members have a right to vote. AGRI Industries or compensation
plans maintained by AGRI
Industries and certain affiliates.
Class B Common Stock (if any is
ever issued), and after August 31,
2012, Class A Common Stock
may be owned by anyone.
Except as otherwise provided in
the IBCA, only Class A Common
Stock has the right to vote
Failure to AGRP’s Articles provide that A Stockholder will not be
Patronize . the Board may expel any required to patronize AGRI
Member who ceases to Industries.
| patronize AGRIortodoa -
minimum amount of business
for a period of three years.
Capitalization AGRI has authorized 400 'AGRI Industries will have
shares of Class A Common authorized 100,000 shares each of
Stock, 50 shares of Class B Class A Common Stock and
Common Stock and 750,000 Class B Common Stock and 2
shares of Preferred Stock. million shares of preferred stock.
AGRI has issued 89 The Board of Directors will have

Memberships and has an
additional 3 Subscribers.

AGRI has outstanding
approximately 67,100 shares of
Preferred Stock all of which

complete discretion to issue and
assign rights and preferences to
the preferred stock, also referred
to as “blank check” preferred
stock.

represents deferred patronage
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dividends of the Members.

Conversion on the terms
described in this disclosure
statement, AGRI Industries will
have issued and outstanding

3,215 shares of Class A Common

Stock (less fractional Shares) plus
the shares of Class A Common
Stock issued in part of the 2007
Fiscal Year Patronage Dividend.

Cooperative
Status

AGRI operates as a
cooperative.

AGRI Industries will operate as a
business corporation and not as a
cooperative

Transfer-
Restrictions

AGRI’s Common Stock is not
transferable. Preferred Stock
may only be.transferred with
the approval of the Board of
Directors

Until September 1, 2012, Class A
Commeon Stock may only be
transferred to farmer-owned
cooperatives, other Class A
Common Stockholders, AGRI
Industries, employees of AGRI
Industries, or compensation plans
maintained by AGRI Industries

_and its affiliates.

Both Class A and Class B
Common Stock must be offered
first to AGRI Industries before
either can be sold to any outside
parties by following the
procedure set forth in the Bylaws
of AGRI Industries. Preferred
Stock will be subject to
restrictions, if any, imposed by
the Board of Directors at the time
the stock is issued.

“A Stockholder who makes a

Reporting Transfer and fails to
rescind it is required, at the
election of AGRI Industries to
sell the Class A Common Stock
transferred to AGRI Industries
for 30% of the book value of the
shares as of AGRI Industries
most recent audited financial
statement. '

VYoting Rights

AGRI has 88 Class A
Members and 3 Subscribers to

Each share of Class A Common
Stock represents one vote unless
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Class A Memberships, each
with one Membership and one
vote. AGRI has 1 Class B
Member, with Class B
Membership and no vote. lowa
law restricts cooperative
members to one Membership
and one vote each,

the beneficial owner holds more
than 5% of the Class A Common
Stock in which case the excess
will be entitled to 1/100 of a vote
for each excess share held. The
number of votes of a Stockholder
is determined by the number of
shares beneficially owned by a
Stockholder. Class B Common
Stock has no vote except when a
vote is provided by lowa law in
which case the Class B Common
Stock has one vote unless the
beneficial owner holds more than
5% of the Class B Common
Stock in which case the excess
will be entitled to 1/100 of a vote
for cach excess share held. Any
series of preferred stock will have
the voting rights as established by
the Board of Directors for that
series.

Quorum On any ordinary matter being On any matter being voted upon,
voled upon, a “quorum” is 30% | a “quorum” is 30% of votes
of the voting Members, .| entitled to be cast.
whether by ballot or in-person, |
properly voting on a matter.
Sharcholder - A majority of the Members A majority of the shares voting is
Action voting is sufficient to approve | sufficient to approve any ordinary
any ordinary action. action. Extraordinary
Amendment of AGRI’s transactions, such as a merger or
Articles of Incorporation dissolution which are not
generally requires approval of | approved by the Board of
two-thirds of the Members who | Directors, require 2/3 of all votes
cast votes. Extraordinary " | entitled to be cast. Shareholders
transactions, such as a merger ‘action to amend the Bylaws orto
or dissolution, require the dissolve require a majority of the
approval of two-thirds of the outstanding Class A votes
Members casting votes in a
vote in which at least a
majority of the Members
participate.
AGRI does not allow voting by | AGRI industries will allow

Proxies |

proxy. All votes must be in

voting by proxy. Every holder of
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person or by written batlot.

shares of Common Stock entitled
to vote may vote in person or by

proxy.

Dividends and
Distributions

Upon determining the amount
of patronage earnings in a
given year, the Board of

Directors allocates those

earnings, if any, to the
Members in the form of

. patronage dividends and pays

them either in cash or by a
written notice of allocation in
the form of AGRI Preferred.
The Board of Directors has the
sole discretion whether, and
when, if ever, to redeem the
outstanding AGRI Preferred.

‘AGRI Industries will not pay
patronage dividends. AGRI
Industries Board of Directors
may, in their sole discretion,
declare dividends to be paid on
the Class A Common Stock and
Class B Common Stock, or, if
preferred stock were outstanding
to the holders of preferred stock
in accordance with its terms.

‘Such dividends may be in the

form of cash, AGRI Industries
stock or such other form as the -
Board determines.

Composition of

AGRI Board of Directors is

AGRI Industries Board of

of Directors

of Directors is a staggered. The
Board of Directors is divided
into three classes and each
class is elected annually for a

{ the Board of made up of 6 members who.are | Directors will initially be made

Directors not over the age of 65 on the up of 6 members. The Bylaws
date of election. Four of the provide that directors will be
Directors are members of subject to the same eligibility
AGRI Members and 2 are requirements as the directors of
managers of AGRI Members. AGRYI, except that there will be
AGRI’s Bylaws provide that no director districts.
each director is elected from a | The entire Board of Directors will
district by a majority of the be elected by all of our
Members voting in a particular | stockholders entitled to vote,
district. A Member is allowed | voling in-person or by proxy and
to-vote only for a member and | casting votes separately for each
a manager director in its particular vacancy to be filled.
district. Any director who There is no cumulative voting,.
ceases to be a member or
manager in the district from
which elected ceases to be a
director.

Staggered Board | Each director serves for a The directors will serve three-
three-year term and the Board | year terms and the Board of

Directors will be staggered. The
Board of Directors is divided into
three classes. One-third of the
directors are elected at each
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three-year term,

annual meeting.

Removal of Any member may be removed | A majority of the Class A Votes
Directors by a majority vote of all of the | may remove a director with or
' Class A Members or a majority | without cause at a meeting called
of the Class A Members inthe | for that purpose and after notice
District from which the stating that one of the purposes is
director was elected. removal of the director.
Any vacancy on the Board of | The Bylaws provide that any
Directors; other than by vacancy on the Board of
expiration of a term, may be Dircctors, other than by
filled by a majority vote of the | expiration of a term, may be
directors then in office. filled by a majority vote of the
directors then in office. )
Standard of Under lowa law, a director is Under the IBCA, a director shall
Conduct not personally liable in that discharge his duties in good faith
capacity except for the amount | and in a manner the person
of financial benefit received by | reasonably believes to be in the
the director to which he or she | best interests of AGRI Industries.
%S hot F:nﬁt]ed, an intentional The Articles of Incorporation
1nﬂ1ctloq of hax:m onthe provide that a director is not
cooperative or l,ts mt?mbcrs or liable to AGRI Industries or its
an m_tgnt:onal violation of sharcholders except for the
criminal law amount of financial benefit
received to which the director is
not entitled, an intentional
infliction of harm on AGRI
Industries or its shareholders,
making an unlawful distribution,
or an intentional violation of
criminal law. -
Indemnification | Each director and officer is Each director and officer will be

indemnified for all claims and
liabilities incurred by acting in
his or her capacity as a director
or officer, or at the request of
AGRI. AGRI is required to
reimburse each director and
officer for any attorney’s fees.
The Board of Directors may
also authorize AGRI to
indemnify any director or
officer for any amounts paid in
settlement or pending or

indemnified for all liabilities
incurred by acting in his or her
capacity as a director or officer,
or at the request of AGRI
Industries. AGRI Industries will
be required to reimburse each
director and officer for any
attorney’s fees. Each director and
officer will be indemnified for
any amounts paid in settlement or
pending or threatened actions
unless such director or officer
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threatened actions.

was adjudged liable and the court
does not determine such director
or officer is entitled to
indemnification.

Right to Present
New Business
and Director

Two or more of the Class A
Members have the ri gh_t to
submit a proposition to any

AGRI Industries Bylaws provide

| that a Stockholder shall have the

right to submit any Stockholder

a n‘ - - -. - -\

Nominations meeting if it is submitted to the | proposal, if the Stockholder
Secretary at least 30 days notifies the Secretary not later
before the meetmg than 180 days after the date of the
Nominations may only be last‘annual n_leeting of (i) the
made by the nominating business desnec.l to .be brqught |
committee for each district. A beforf: the meeting mc]'udlng“the
nominating committee must ‘wording of any resqlutlon, (i1) the
nominate at least 2 nominees reasons for conducting such
for its district. Nominations business (iii) any rna_tcnal interest
may not be made at the the §tockh91der has in such
meeting. “business, (iv) the name of the

Stockholder giving the notice,
and (v) the number of shares
beneficially owned by such
‘Stockholder.

Class A Stockholders may
propose nominees for any
director position but nominations
may only be made by the
nominating committee. The
nominating committee must
nominate at least 2 nominees for
each director vacancy to be filled
at an annual meetmg

Right to Call The Board of Directors may The Board of Directors, any four
call a special meeting of the or more Directors, the Chairman

Special Meetings

Members at any time. 20% of
the Members may demand that
the President call a spema!
meeting.

of the Board, the President or
holders of not less than 25% of
all of the votes entitled to be cast
may call a special meeting of the
Stockholders.

Amendment to
the Articles of
Incorporation

Any proposed amendment to
the Articles of Incorporation
must be approved by two-

thirds of the voting Members
who vote on the amendment.

Except for certain provisions

" related to dissolution and

business combinations (which
require a greater percentage vote
of the Stockholders) or as
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specially required by law, any
proposed amendment to the
Articles of Incorporation must be
approved by a majority of the
Board of Directors and adopted
by a majority of total Class A
Votes outstanding. Notice must
be given to all Stockholders
whether or not entitled to vote.

If any amendment or proposed
amendment affects the rights of a
particular class of stockholders of
AGRI Industries, a majority of
the holders of the affected class
must also approve the ‘

‘amendment, whether or not the

affected class is “voting™ stock.

Amendments to

An amendment to the Bylaws

An amendment to the Bylaws

the Bylaws may be adopted by an may.: be adopted by the Board of
affirmative vote of 75% of the | Directors or by the affirmative
directors or by a vote of 75% vote of a majority of the Class A

_ of the Class A Members. Votes outstanding.

Rights in the In the event that AGRI In the event that AGRI Industries

Event of dissolves or liquidates its dissolves or liquidates its assets,

Liquidation or assets, all debts and expenses the Board of Directors shall first

Dissolution of AGRI (other than pay or reasonably provide for all

outstanding patronage
dividends) shall first be paid in
full, then the remainder shall
be distributed in the following
order of priority: (a) To pay
preferred stock (b) to pay any
deferred patronage dividends
(c) to pay Membership holders
the amount for which their -
shares were originally issued,
and (d) distributed among

Members and former Members

based on patronage over a
period of years determined by
the Board of Directors to be
practicable under the
circumstances. If the proposed
amendment to the articles of

debts of and claims against AGRI

Industries. Thereafier, after

providing for the rights of any
preferred stock, if any, the
Common Stockholders have the
right to receive the remaining net
assets of AGRI Industries in
proportion to their Common
Stock holdings.

incorporation is adopted (d)
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will be changed and provide
that the remainder in (d) will
be distributed among the
Members in proportion to the
revolving fund and preferred
stock issued in exchange for -
revolving fund which is held
by each Member at the
effective date of liquidation or
dissolution.

Business
Combinations

Generally a merger of AGRI
into another Coop or AGRI’s
sale of substantialty al! of its
assets requires the approval of
its Board of Directors and the
affirmative vote of 2/3 of the
Members voting in an election
in which at least 2 majority of
the voting Members vote.

The Articles of Incorporation
require only the affirmative vote
required by law to complete a
Business Combination approved
by the Board of Directors. A
Business Combination which has
not been approved by the Board
of Directors requires the
affirmative vote of 2/3 of the total
Class A Votes in addition to any
affirmative vote required by law,
the Articles of Incorporation or
the Bylaws. A Business
Combination includes a merger,

‘consolidation, share exchange, a

disposition that will leave AGRI
Industries without a significant
continuing business activity,
certain issuances or
reclassifications of additional
shares of Common Stock and

| liquidation.

Dissenters’
Rights/Appraisal
1 Rights

A Member who follows the
proper procedure and dissents
from a merger (but not the sale
of substantially all of AGRI’s
assets) may receive in lieu of
the merger consideration, the
lesser of (i) the issue price of
the Member’s common and
preferred stock and patronage
dividends or (ii) the fair
market value of the Member’s
share of the net assets of

A Stockholder who follows the
proper procedure and dissents
from certain mergers, share
exchanges, sales of assets or
modifications of the shareholders
rights may receive the appraised
fair value of its shares in lieu of
the consideration to be received
in the transaction.
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AGRI. The amount paid in
cash is payable within 60 days
‘and the balance is payable in
ten equal annual installments
over a 15 year period.

MATERIAL FEDERAL INCOME_ TAX CONSEQUENCES
Geperal

The following discussion summarizes material U.S. federal income tax
consequences of the Conversion to AGRI Members. This discussion is based upon the

Internal Revenue Code of 1986, as amended (the “Code™), Treasury regulations

promulgated under the Code, court decisions, published positions of the Internal Revenue
Service and other applicable authorities, all as in effect on the date of this document. All
of these are subject to change or differing interpretations, possibly with retroactive effect.
No ruling has been or will be obtained from the Internal Revenue Service regarding any
matter relating to the Conversion and no assurance can be given that the Internal Revenue
Service will not assert, or that a court will not sustain a position contrary to any aspect of

. this discussion.

This discussion does not address all of the U.S. federal income tax consequences
that may be relevant to a Member in light of the Member’s particular circumstances or to

. Members who may be subject to special trcatment under U.S. federal income tax laws

such as Members which acquired shares of AGRI Preferred in whole or part through the
acquisition from another entity. Further, this dlscussmn does not address any aspect of
state local or foreign taxation.

Mcmbers are urged to consult their own tax advisors as to the U.S. federal income
tax consequences of the Plan of Conversion, as well as the effects of state, local and
foreign tax laws in light of their own situations.

This discussion is limited to Members which hold a Membership (i.¢., a share of
AGRI Class A Common Stock or of AGRI Class B Common Stock), shares of AGRI’s
Preferred and Patronage Based Rights as capital assets for U.S. federal income tax

purposes.

If a partnership (including any entity treated as a partnership for U.S. federal
income lax purposes) is a beneficial owner of a Membership, shares of AGRI Preferred
and Patronage Based Rights, the tax treatment of a partner in that partnership will
generally depend on the status of the partner and the activities of the partnership.
Members that are partnerships and pariners in such partnerships are urged to consult their
tax advisors regarding the U.S. federal income tax consequences of owning and disposing
of their interests in the Conversion.
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Circular 230 Notice

To comply with requirement imposed by the Internal Revenue Service in Circular
230, we inform you that this summary of Material Federal Income Tax Consequences and
other discussions of U.S. federal income tax matters in this Disclosure Statement is not
intended or written to be used, and cannot be used for the purpose of avoiding penalties
under the Internal Revenue Code. This summary and the other discussions of U.S.
federal income tax matters were prepared to support the promotion or marketing of the
. Conversion. Members should seek advice based on their particular circumstances from.

an independent tax advisor. '

. Opinion of Counsel

" In connection with the proposed Conversion, McDermott Will & Emery LLP has
delivered an opinion to AGRI to the effect that, for U.S. federal income tax purposes, the
Conversion will be treated as a “reorganization” within the meaning of Section 368(a) of
the Code. -

The opinion of McDermott Will & Emery LLP is based upon the U.S. federal
income tax laws in effect as of the date of the opinion. Such laws are subject to change,
possibly with retroactive effect. An opinion of counsel is not binding on the Internal
Revenue Service or any court and is not a guaranty. No assurance can be given that the
Internal Revenue Service will not assert, or that a court will not sustain a position
contrary to any aspect of the opinion. ’

In rendering the opinion, McDermott Will & Emery LLP has relied upon certain
assumptions, including assumptions regarding the absence of changes in facts and the
completion of the Conversion in accordance with the Plan of Conversion and in the
manner described in this document. The opinion also relies upon certain representations
of the management of AGRI and assumes that the representations are true, correct and
. complete. If any assumptions or representations are inaccurate in any way, the opinion
could be adversely affected. Any Member may review and obtain a copy of the opinion
. from AGRI by contacting Jerry Van Der Kamp at the AGRI offices. |

Tax Consequences of the Conversion to Members

We intend for the Conversion to qualify as a “reorganization” pursuant to Section

. 368(a) of the Code. Assuming that the Conversion qualifies as a “reorganization” within
the meaning of Section 368(a) of the Code, the exchange (i) by a Member of its existing
Membership (i.., its existing share of AGRI Class A or Class B Common Stock) for a
share of Class A Common Stock, (ii) by a holder of its existing shares of AGRI Preferred
Stock for shares of Class A Common Stock, and (iii) by a holder of Patronage Based
Interests for Rights or shares of Class A Common Stock will generally be tax-free for
U.S. federal income tax purposes.
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Persons participating in a reorganization generally are required 1o recognize gain
(but not loss) in an amount equal to the lesser of (a) the amount of cash or the value of
other property received in the reorganization, and (b) the amount, if any, by which the
sum of the fair market value, as of the effective date of the reorganization, of the shares

- of the stock and cash and other consideration received in the reorganization exceeds the

stockholder’s adjusted tax basis in his or her shares surrendered in the reorganization.

In the Conversion, holders of Class A and Class B Memberships and AGRI
Preferred Stock are entitled to receive only shares of Class A Common Stock and Rights
of AGRI-Industries. In the Conversion, holders of Patronage Based Interests are entitled
to receive only shares of Class A Common Stock of AGRI-Industries and Rights, which -
are not treated as other property for this purpose. No cash or other property will be
distributed in the Conversion except for cash in lieu of fractional shares.

A Member will generally acquire an aggregate tax basis in the Class A Common
Stock and Rights received in the Conversion equal to the aggregate adjusted tax basis in
the Member's AGRI Class A or Class B Common Stock and AGRI Preferred Stock
surrendered in the Conversion. The holding period of the Class A Common Stock and

-Rights received pursuant to the Conversion will include the holding period of the
Membership, AGRI Preferred Stock and Patronage Based Interests.

Basis generally will be determined separately for each class of securities held.
The basis and holding period of 2 Member in its share of Class A or B Common Stock in
AGRI will carryover to the share of Class A Common Stock of AGRI-Industries received

_ in exchange for that share. The basis and holding period of a Member in its shares of
“AGRI Preferred Stock will carryover to the shares of Class A Common Stock received in

exchange for the AGRI Preferred Stock. The basis and holding period of a Member in its
Patronage Based Interests will carryover to the Rights and shares of Class A Commeon
Stock received in exchange for the Patronage Based Interests.

Each Member will need to make its own basis and holding period determinations.
Members are urged to consult with their own tax advisors. Members who purchased their
share of Class A or Class B Common Stock from AGRI should have a basis in that share
equal to what was paid, which generally was the par value. Members who received their

-shares of AGRI Preferred Stock as part of a patronage dividend from AGRI should

generally have a basis in those shares equal to their stated dollar amount (par value).
Members should generally have no basis in their Patronage Based Interests.

Any Member who receives cash in lieu of a fractional share of AGRI-Industries
Class A Common Stock will be treated as having first received that fractional share
pursuant to the Conversion and then as having received cash in exchange for that
fractional share. Thus, a Member generally will recognize gain or loss in an amount equal
to the difference between the amount of cash received in lieu of the fractional share of
AGRI-Industries Class A Common Stock and the portion of the basis in AGRI Preferred
Stock or Patronage Based Interest allocable to that fractional interest. :
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Backup Withholding

Backup withholding does not apply to a Member that is a corporation or is
otherwise exempt from the backup withholding rules and that, when required,
demonstrates that fact. Since all Members are corporations, a cash payment received by a
‘Member pursuant to the Conversion should not be subject to “backup withholding” (at a

‘ rate of 28%).

DIVIDEND POLICY

We currently pay dividends to our Members based on their business done with
AGRI rather than on their equity interests in AGRI. After the Effective Date of the
Conversion, our status as a cooperative will terminate. A final patronage dividend will be
declared and paid for the 2007 Fiscal Year, but no patronage dividends will be paid
thereafter.

A regular dividend payable on a per share basis to holders of AGRI Industries
Common Stock may be declared and paid at the discretion of the Board of Directors. The
Board will determine the amount and timing of any dividends after it has had an
opportunity to review the impact of the Conversion on our operations and our financial
performance after the Conversion including the impact of corporate income taxés. The

‘Board anticipates that it will be able to declare a dividend at least annually based on the
past performance of the Company, but the Board cannot assure that dividends will be
paid. .

The amount of any dividend paid by AGRI Industries may be less.than the

' amount paid as patronage dividends in the past since AGRI does not pay income tax on

" the amounts declared as patronage dividends, but AGRI Industries’ dividends will be
paid after payment of income taxes on its income. On the other hand, Stockholders will

include in taxable income only the actual amount of dividends received. Further,
Stockholders which are corporations (other than S corporations) are generally entitled to
claim a 70% dividends-received deduction with respect to distributions from domestic
corporations subject to U.S. tax, provided that the distributions are treated as dividends

~ for federal income tax purposes

INFORMATION REGARDING AGRI AND AGRI INDUSTRIES

We will continue to operate our existing businesses after the Conversion. The -
Jfollowing discussion of the businesses, as it applies to AGRI operating as a cooperative is
equally applicable to AGRI Industries after the Conversion, and vice versa.

General

AGRI engages in the business of purchasing, transporting, storing and selling grain
(“Grain Business”) and the business of food processing and packaging (“Food
Business”). In addition, AGRI carries on a business of leasing equipment and buildings
(but not the underlying real estate) to others (“Leasing Business™) and has acquired real
estate that is mmdcntal to its operatlons AGRI conducts its Grain Busmess through
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AGRI-Bunge, a joint venture between AGRI and Bunge North America, Inc. (“Bunge”).
AGRI conducts its food processing and packaging business through Mrs. Clark’s Foods,

LC (“Mrs. Clark’s™), a wholly owned subsidiary of AGRI. AGRI’s leasing activities are

carried on through AGRI Financial Services, Inc. and its real estate activities are carried
out either directly by itself, or through the following wholly-owned subsidiaries: Mrs.

_Clark’s, Country Properties, LC and AGRI Terminal Corporation.

Grain Business

AGRI carries on its Grain Business through AGRI-Bunge, a joint venture between

- AGRI and Bunge. AGRI-Bunge originates grain from various points in its Iowa and

IHinois market including AGRI’s Members, transports grain (including oilseeds) by rail,
barge or truck, may store the grain for periods of time and sells the grain to its customers,
Most of the grain and oil seeds are purchased from local elevator.companies with a
portion of the purchases coming directly from farmers. AGRI-Bunge sells its grains to
customers both in the United States and internationally. The purchasers of AGRI-
Bunge’s grains and oil seeds are feed manufacturers, corn miliers, other oil seed
processors and resellers. ' : '

The Grain Business experiences material seasonal fluctuations and the timing of
these fluctuations may vary from year to year. In addition, price and margin variations

. and increased availability of grain and oil seeds at harvest times often cause fluctuations

in our inventories and short-term borrowings.

AGRI-Bunge operates five river terminals. Four terminals are located on the
Mississippi River and one on the Illinois River. Three of the terminals on the Mississippi

. River are owned by AGRI and are leased to AGRI-Bunge. The terminal on the Illinois

River is leased by AGRI and subleased to AGRI-Bunge. The remaining terminal is
owned by Bunge. AGRI’s grain terminals are located at McGregor, Iowa, at Fulton,

. INlinois at Meeker’s Landing near Burlington, Jowa and at Pekin, Illinois. Bunge'’s

terminal is located at Albany, Illinois. AGRI-Bunge’s business depends on a regular
through-put of large volumes of grain and oil seeds originated by it and sold to its
customers. : '

Some of AGRI-Bunge’s domestic sales of corn and oil seed meal are used in the
production of, for example, pork and poultry, which is ultimately exported. As a result,

.. our Grain Business may benefit from global demand for the products of our customers.

AGRI-Bunge both competes with and may sell grain to ethanol refiners and grain
processors. The added demand for grain by ethanol refiners and grain processors may
benefit AGRI-Bunge’s business because of the need of these users to originate grain in
tight grain markets. On the other hand, many of these refiners and processors purchase
grain directly from producers resulting in added pressure on AGRI-Bunge to compete for
grain from the same sources which could result in lower margins and operating profits.
To the extent the refiners and processors compete to use grain produced locally it could
adversely affect AGRI-Bunge’s business of purchasing grain in the Iowa and Illinois

. production area and transporting it outside of that area. Because of the rapid rise in the

number of ethanol and bio-fuel plants located in the states of Iowa and Illinois in the last
two years, it is not yet possible to predict the full impact that these facilities will have
upon AGRI-Bunge’s business.
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Bunge provides the management, administration and trading functions for the
grain business and all of the employees at AGRI-Bunge including its grain origination,
marketing, storage and transportation activities, pursuant to services agreements between
it and AGRI-Bunge. Consequently, AGRI-Bunge is heavily dependent on the expertise
- and attention given to it by Bunge and its employces.

AGRI has 50 percent of the voting power in AGRI-Bunge and currently has a 66 '

" percent interest in the equity and earnings of AGRI-Bunge. The percentage of the equity
and earnings is subject to review and adjustment each year. AGRI-Bunge purchases
grain both from Members and non-members of AGRI. AGRI-Bunge accounts for the
income from business done by Members.. AGRI treats that business as patronage-source
income and bases its patronage dividends to its Members in part on that income.

Oversnght of AGRI-Bunge’s activity is vested in its Board of Managers. Each of
AGRI and Bunge has equal voting rights on the Board of Managers. Extraordinary
~ action may be taken only with unanimous agreement of the members. Extraordinary
matters include, for example: (a) certain capital expenditures or dispositions of assets in
excess of $50,000; (b) merger, reorganization or dissolution of the company; (c} changes
to the capital structure or membership of AGRI-Bunge; (d) investment of AGRI-Bunge in
other businesses; and (e) taking actlon which is not in the ordinary course of AGRI-
Bunge

AGRI-Bunge commenced operations March 1, 2004. Prior to March 1, 2004,
AGRI operated its Grain Business through AGRI Grain Marketing, LLC, (*“AGM™) a
joint venture with Cargill, Incorporated. The joint venture operated utilizing the same
AGRI facilities, which were leased to AGRI-Bunge but with different facilities owned by
Cargill. The results of AGM’s operations for the period during AGRI’s 2005 Fiscal Year
~ to the date of AGM’s termination are reflected in the financial results of AGRI for its
2005 Fiscal Year and prior years.

The financial results of AGRI’s Grain Business for Fiscal Years 2006, 2005, and
2004 are shown in the Notes to C--Financial Statements—Investments in Joint Ventures
and in H--Lease Commitments—Position as Lessor in the Audlted Financial Statements
attached as Appendix F and G.

Competition

. The Grain Business competes for grain sales based on price, services and ablhty
to provide the desired quantity and quality of grains and based on the ability to originate
grain in the Towa and Illinois markets and sell that grain in other markets. AGRI-Bunge’s

grain trading operations compete with numerous grain merchandisers many of which are -

-~ much larger and have more financial resources available to them than AGRI-Bunge. In
- addition, Bunge may indirectly compete with AGRI-Bunge outside of AGRI-Binge’s
trade territory when it determines the source of grain to fill orders by.its customers.
- Some of these organizations handle larger volumes than are handled by AGRI-Bunge.

In addition a number of processors and numerous bio-fuel processors that are
either operational or that will soon be operational compete for grain originated in AGRI-
Bunge’s trade territory. Because the processors purchase and use grain locally, they
" compete with AGRI-Bunge for its supply of grain, and may significantly reduce the
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margin available from the difference between the price of grain in AGRI-Bunge’s trade
territory and the price it can receive from shipments outside of that territory.

Description of Property

All of the property owned by AGRI at Meeker’s Landmg is used in its Grain
Business.

There are approximately 50 acres of land at the Fulton, Illlnms site that is integral

. to the Grain Business, but that could be used for additional purposes compatible with the

Grain Business. A part of that land has been used in the fertilizer activities which AGRI

‘has conducted in the past. AGRI is actively Iooklng for other uses of that land which are

compatible with the Grain Business.
_In addition to the property owned or leased by AGRI in McGregor, AGRI owns

"dlrectly or through Country Properties, LLC land and houses which are not an integral
~ part of that business but which were purchased to limit residential exposure to truck

traffic at McGregor. To the extent these properties are not used directly in the Grain
Business they have been separately valued, and that value has been included as a value of -
AGRI’s assets in addition to the value of its businesses as going concerns.

~ AGRI or AGRI-Bunge also leases a staging arca outside of McGregor from the
city of McGregor that is owned by the State of Iowa expressly for the purpose of
maintaining truck traffic outside of the city limits until time for unloading. The
underlying leases have not been valued nor carried on the books of AGRI, but

. improvements are carried on the books of AGRI as capital assets.

Fertilizer Services

Prior to 2006, AGRI provided fertilizer storage and handling on a fee basis at
Fulton, Illinois. During 2006, its Handling Agreement was terminated and AGRI is no
longer in the business of providing fertilizer storage and handling except on a very
limited basis incidental to the use of a portion of its storage facilities at Fulton, Iilinois.
The fertilizer river loading facility can no longer be used for that purpose w1thout
upgradlng the facility. :

:Food Business

Overview

We operate our Food Business through our wholly-owned subsidiary Mrs.
Clark’s. Mrs. Clark’s began operation in 1926 as a family-owned and operated business
that manufactured salad dressings, mayonnaise and sauces under the Mrs. Clark’s brand

‘name. In 1973, Mrs. Clark’s was sold to a Chicago investment group. The company’s
headquarters remained in Iowa and under new direction began to also produce private
label salad dressings to local food chains and wholesalers. In the late 1980’s Mrs. Clark’s
built a new facility in Ankeny, Iowa and, afier the move to Ankeny, added fruit juices to
the product line. In the 1990°s, Mrs. Clark’s again expanded its product base to include
tomato-based sauces. At the same time Mrs, Clark’s beefed up its sales efforts with more
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focused attention on the food service industry, commodities and co-packing in addition to
retail sales. In 1995, AGRI purchased a controlling interest in Mrs. Clark’s, and about
two years later AGRI purchase the remaining interest in Mrs. Clark’s to make it a wholly
owned subsidiary of AGRI. Under AGRI’s ownership an additional 60,000 square feet

- of warehouse space was added to the production facility, and Mrs. Clark’s acquired an
additional plant in Hendersonville, North Carolina that gave it the opportunity to serve
~customers with a national presence in the marketplace.

~ Our food products division consists of several business segments: 1) juices, 2}
salad dressings and mayonnaise, 3) condiments and sauces and 4) services. We sell our
products to three customer types or market channels: 1) food manufacturing and
marketing companies, 2) wholesalers to retail outlets and 3) food service companies. The

‘raw materials we use in our food products division include various food and further .
processed oils, juice concentrates, water and concentrated vegetable saucés and pastes,
herbs, spices and other sweeteners. As these raw materials were agricultural
commodities, we expect the supply to be adequate for our operational needs. Because

- our grain trade operations relate to the sale of commodity grain and not to the processing

of that grain into oils and other food products, there are few synergies between our foed
products division and our grain trade operations.

Juices

Juices and teas are produced for different classes of customers including retail

- private label and both regional and national brands. Formulas are either supplied by Mrs.

. Clark’s or by the customer. Juices are manufactured at both Ankeny, lowa and
Hendersonville, North Carolina. We produce product for both large and small customers
in a variety of containers and shipping cartons.

Salad dressing, mayonnaise condiments and sauces

Mrs. Clark’s at its Ankeny facility provides dressings, mayonnaise, condiments,
and sauces to a variety of local and national private labels, 'Mrs. Clark’s packs these
products for retail, restaurants and food service providers. Mrs. Clark’s produces its
salad dressing and sauces either from formula which it has in its library, by conducting
research to provide a dressing or sauce having the taste and characteristics desired by the

‘customer (often creating a dressing or sauce under a private label which closely matches
a national brand), or by producing dressings or sauces based on the formula provided by
and to the specifications of the customer.

Services

Mrs. Clark’s produces a variety of products using donated commodities that are
channeled to school funch programs in several Midwestern states. Mrs. Clark’s has the
ability to customize labels, packaging, and distribution to meet the needs of our diverse
customer base.

Competitive Environment

While Mrs. Clark’s markets throughout the United States and limited international
markets, its primary market areas are the greater Midwest and the southeastern United
States. The market is highly competitive. Nonetheless, Mrs. Clark’s believes that it is
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and will continue to be able to effectively compete for small to medium run private label

and co-packing business.

. Mrs. Clark’s ability to profitably conduct its operations is highly dependent upon
the cost of ingredients, particularly juice concentrates and vegetable oils, and the cost of -
other inputs. Mrs. Clark’s uses the futures market, short and long term contracts, and a

-network of committed suppliers to help manage cost variations of ingredients
- Alternative uses for corn and soybeans as energy make the future price of ingredients

derived from corn and soybeans uncertain. It is impossible to predict what affect higher

pnces of corn'and soybeans may have on consumer demand and our profits. In addition,
in some cases Mrs. Clark’s packing activities use ingredients purchased by its customers,
thus shifting the risk of price volatility to the customer.

In addition, Mrs. Clark’s business is sensitive to changes in the cost of

- transporting products from production facilities to either warehouses or the consumer.
-Many of the Mrs. Clark’s products are priced to the customer FOB Mrs. Clark’s docks,

thus transferring the risk of volatility in the freight costs to the customer. The cost of -

freight can be d two-edged sword for Mrs. Clark’s since high freight charges make it
- more difficult for Mrs. Clark’s to penetrate distant markets while it also serves as a buffer

to prevent more distant plants from penetrating Mrs. Clark’s nearby markets.

The food processing and packaging industry is highly competitive and many of
our competitors have greater financial and marketing resources than Mrs. Clark’s. In
general, the competitive factors in our business include price, product quality, product
development and customer service.

Regulatory Matters

Mrs. Clark’s is subject to a variety of laws at both the state and federal level and
in some cases in a limited number of countries where it sells its products. In addition to
the general laws applicable to a business, these laws include environmental and safety
regulations as well as food product safety regulations. In some jurisdictions, Mrs. Clark’s
products are subject to content and labeling requirements related to any genetically
modified ingredients used in products. Mrs. Clark’s must obtain and maintain numerous

‘permits, licenses and approvals from these governmental agencies to be able to operate.

In addition, Mrs. Clark’s facilities are subject to periodic inspection by governmental
agencies. :

Financial Performance

The financial results of AGRT’s Food Business for Fiscal Years 2006, 2005, and -
2004 are shown in the Consolidating Balance Sheet and Consolidating Statements of

'Operations of the Audited Financial Statements attached as Appendix F and G.

Properties

Mrs. Clark’s owns and AGRI and Mrs. Clark’s use office and warehousing

facilities for AGRI’s principal office and Mrs. Clark’s principal office in Ankeny, Iowa.

The warehouse facilities are used by Mrs. Clark’s. Mrs. Clark’s owns property which is
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the site of its plant and operations at Ankeny, Iowa, and also a plant in Hendersonville,
North Carolina. :

_ Mrs. Clark’s also owns additional improved and unimproved real estate adjacent
to its plant at Ankeny, Iowa. The developed portion of the additional real estate is leased

to two independent businesses. The property was purchase to protect Mrs, Clark’s

opportunity to expand at the location but is not integral to the food business or AGR_I’

. business in general.

- Leasing Business

AGRI Financial Services, Inc. conducts our leasing business. We lease selected
equipment and buildings (but not the underlying real estate) to various lessees. The lease
may be either capital or operating leases. We realize a profit or loss from each lease
based on the cash flow from the lease and, in some cases, the residual value of the leased
equipment. We target selected types of equipment, buildings and industries. We then

“lease the equipment and buildings to lessees that we believe will present a low risk of
default and delinquent payments. :

Our Leasing Business does not include the leases of AGR1 elevator facilities to
AGRI-Bunge.

The financial results of AGRI’s Leasing Business for Fiscal Years 2006, 2005 and

~ 2004 are shown in the Consolidated Balance Sheet and Consolidated Statement of

Operation of the Audited Financial Statements attached as Appendix F and G.
Real Estate Activities; Properties and Locations

AGRI Industries has acquired either directly or through Country Properties, LC a
number of residential and business properties near its facility in McGregor, lowa. These
properties were purchased to limit residential exposure to truck traffic at McGregor.
Some of these properties are rented or operated as rental properties but that is not the
" main purpose in owning them. Because these properties are not integral to AGRI’s Grain

Business at McGregor, Iowa, they have been separately valued for purposes of
_determining the value of 100% of AGRI’s equity.

AGRI owns terminal elevator facilities located on the Mississippi River at
McGregor, lowa and at Meeker’s Landing near Burlington, Iowa. AGRI leases these
facilities to AGRI-Bunge which uses them in its Grain Business and have been valued as
part of the Grain Business.

AGRI Teminal Corporation owns the land which supplcments the terminal
elevator facilities located on the Mississippi River near Fulton, Illinois. AGRI leases the -
. facility, but not the land owned by AGRI Terminal Corporation, to AGRI-Bunge which
uses them in its Grain Business. AGRI is studying alternative uses for the vacant land
which is a part of the Fulton facility and believes that land will have potential for various
business uses which complement and are complemented by the terminal facilities at
Fulton. Since AGRI does not believe that it would sell the supplemental land separately
from the Grain Business at Fulton, Chfton Gunderson has valued it as a part of the Grain
Busmess
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AGRI leases land on a long term basis at Pekin, Illinois and owns the railroad

track and equipment on that property. That land provides loading access for grain onto

barges onto the Illinois River. AGRI currently leases the Pekin facility to AGRI-Bunge
s0 it can use the property when appropriate as a part of the Grain Business. Although
AGRI believes the Pekin lease has potential value in excess of its rental rate and its value
to AGRI-Bunge, that value has not materialized at this time. Consequently, Clifion

‘Gunderson will value it based on the current leasehold asset related to the Grain

Business,

AGRI owns real estate at Council Bluffs, lowa which it is not currently using in
its businesses. That property has been listed with a broker. AGRI obtained two broker
evaluations before the property was listed. That property will be separately valued for
purposes of determmmg the value of AGRI’s equity. The valuatlon used will be based on

‘the estimated sale price provided by the brokers

Mrs. Clark’s owns office space at the combined corporate headquarters of AGRI

+and Mrs. Clark’s and warehouse at 700 SE Dalbey Drive, Ankeny, lowa. Mrs. Clark’s

also owns a plant and operating offices adjacent to AGRVMrs. Clark’s headquarters. °
These facitities will be valued as a part of Mrs. Clark’s Food Business and AGRI’s
general business activities and not as separate real estate investments since they are

integral to those business activities.

Mrs. Clark’s owns additional improved and unimproved real estate adjacent {0 the

| -headquarters and plant. The developed portion of that property is leased to two
- independent businesses. The property was purchased to protect Mrs. Clark’s opportunity

to cxpand at the location but is not integral to the Food Business or AGRI’s business in
general. The property was purchased during the 2006 Fiscal Year and will be valued at

~ its purchase price for purposes of determining AGRI’s equity value.

Mrs. Clark’s also owns and operates a food processing and packaging facility at
Hendersonville, North Carolina. All of the land at this location is considered an integral
part of the Food Business activities and is included as a part of the Food Business.

- Employees

As of January 1, 2007, AGRI Industries emp]oycd five employees, a CEQO, a

~ controller, and three additional key staff employees. AGRI staff is responsible for

AGRYI’s activity and overseeing its day-to-day operations, its relationship with Mrs.
Clark’s, AGRI-Bunge, and the activities of AGRI Financial Services, Inc., AGRI
Terminal Corporation and Country Properties, LC. Where appropriate, on€ or more of
these individuals may also be an officer or manager of one of the afore-mentioned
companies to provide management oversight of that Company.

Mrs. Clark’s employs a full time work force and supervisory staff in both
Ankeny, lowa and Hendersonville, North Carolina to process and package food products.
Mrs. Clark’s administration employees are located at the headquarters at Ankeny, lowa to

" provide, for example, the product development, financial control, and human resources,

marketing and sales support required for the Food Business.
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We believe our relationship with employees at all AGRI and subsidiary locatlons
is good and we have not suffered any work stoppages or labor disputes. None of our
employees operate under a collective bargaining agreement. None of our employees are
subject to employment agreements, and we do not intend to enter into employment
agreements in the foreseeable future.

AGRI-Bunge has no employees. All required functions of AGRI-Bunge are
provided by Bunge through employees hired by Bunge pursuant to services agreements

between Bunge and AGRI-Bunge. Bunge is compensated for those functions pursuant to -

those agreements.
Employee Retirement Benefit Plans

AGRI (but not Mrs. Clark’s) formerly participated in The Non-Contnbutory
Retirement Plan for Cooperatlves a defined benefit pension plan. That plan has been
“frozen” so AGRI has no accrual for additional benefits since the date it was frozen,
AGRI is, however, responsible for any deficit between the cost of accrued benefits and
the value of the assets in the plan to fund those benefits:

AGRI (but hot Mrs. Clark’s) sponsors a 401(k) defined contribution plan.- Under
the terms of this plan, qualifying employees may. elect to contribute a percentage of their
compensation to the plan. AGRI and its subsidiaries partially matches such contributed
. compensation to the plan.

Mrs. Clark’s sponsors a 401(k) defined contribution plan. Under the terms of this
plan, qualifying employees of Mrs. Clark’s and its subsidiaries may elect to contribute a
percentage of their compensation to the plan. Mrs. Clark’s and its subsidiaries partially
matches such contributed compensation to the plan and may make discretionary
contnbuhons as detemnned by its Board of Directors. :

AGRI Industries will assume AGRI’s obligations under these plans as a part of
the Conversion. For more information regarding the financial impact of these plans on
us, see the footnotes to the Audited Financial Statements attached as Appendix F and G.

LEGAL PROCEEDINGS

The Company from time to time is involved in various legal matters considered

- normal in the course of business. It is AGRI’s policy to accrue for amounts related to

these matters if it is probable that a liability has been incurred and an amount can be

reasonably estimated. Although the outcome of such matters cannot be predicted with

certainty and no assurances can be given with respect to such matters, AGRI is not aware
of any matters in which it is currently involved that would have a material adverse affect

- on its results of operatlons liquidity or financial positions.

FINANCIAL INFORMATION

Our consolidated and consolidating financial information for 2006, 2005, and
2004 are contained in the' Audited Financial Statements attached as Appendices F and G
to this Disclosure Statement. In addition, Interim Condensed Financial Statements of
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Overview

' AGRI as of December 31, 2006 are furnished and attached as Appendix H. You are

encouraged to read and study these financial statements in their entirety including the

- Notes. The Interim Condensed Financial Statements should be read together with

AGRI’s 2006 Audited Financial Statements and management’s discussion of the changes

. and differences in the financial statements from August 31, 2006 to December 31, 2006

to provide a clearer interpretation of that document.
Since the dates of the Interim Condensed Financial Statements and the Audited

. Financial Statements, AGRI’s Board of Directors has decided to redeem all of the AGRI

Preferred held by non-Members. The result is a reduction in the amount of cash and
AGRI Preferred and therefore the Total Members Equity by approximately $853,000.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following is a discussion and analysis of our financial condition, results of
operation and liquidity and capital structure for the years ended August 31, 2006 and

- 2005 and the interim period ending December 31, 2006. This section should be read

together with our Audited Financial Statements and related notes included elsewhere in
this Disclosure Statement. Some of the information contained in this discussion and
analysis are set forth clsewhere in this Disclosure Statement and includes forward-

.looking statements that involve risks and uncertainties. You should review the “Risk
* Factors” section of this Disclosure Statement for discussion of important factors that

could cause actual results to differ materially from the results described in or implied by
the forward-looking statements contained in this Disclosure Statement.

AGRI engages in the Grain Business of purchasing, transporting, storing and
selling grain and the Food Business of food processing and packaging. In addition,
AGRI has acquired real estate that is incidental to its operations and carrics on a Leasing
Business of leasing equipment and buildings to others. AGRI conducts its Grain
Business through AGRI-Bunge, a joint venture between AGRI and Bunge. AGRI
conducts its Food Business through Mrs. Clark’s, a wholly owned subsidiary of AGRI.
AGRI’s Leasing Business is carried on through AGRI Financial Services, Inc. and its real
estate activities are carried out either directly by itself, or through the following wholly-
owned subsidiaries: Mrs. Clark’s, Country Properties, LC and AGRI Terminal

. Corporation.

Recent Developments, Market Trends and Capital

AGRI Industries has historically done business with members and non-members,
but over the past 15 years growth in revenues from non-member business has grown
while revenues from member business have either been stagnant or decreased. This trend
on the grain side of the business is linked to AGRI Indusiries asset base that is geared
toward movement of member grain to export markets. As processing and feeding demand
has grown dramatically the percent of Iowa grain destined for export markets thru AGRI
Industries facilities has decreased significantly. AGRI Industries has also pursued value
added enterprises by investing at another level in the food chain and has become a

-61-




supplier to retailers, food service purveyors, and industrial users of juices, salad
dressings, condiments and sauces. This combination of change will likely continue to
' generate more non-member revenues in the years ahead.

As a result of these shifts, AGRI wishes to provide its Members a direct source to

recognize the benefits that are being derived from their investment in AGRI. It is not

. possibie to provide these benefits directly when operating as a cooperative since the -
returns to Members are based solely on patronage source income and patronage
dividends. By operating as the proposed business corporation, Members may be able to
more effectively benefit from dividend income from both member and non-member
derived revenues. Restrictions on the transfer of AGRI Industries stock as a cooperative .
will be eased (but not eliminated} as a result of this change and members w1ll havea .
greater ability to sell their equity in the néwly formed entity. ‘

Results of Operations
Fiscal Year 2006 versus Fiscal Year 2005

For the Years Ended August 31

2006 Change 2005

Total revenues $65,559,679 2% - $64,003,335
.Cost of sales and direct costs 60,429,056 1% 59,781,867

Gross margins 5,130,623 22% 4,221,468
Equity in net income of joint ventures’ - 1,368,016 80% 759,581
Omer operating costs 4,701,392 1% | 4,675,115
Net operating income _ ’ 1,797,247 487% . 305,934 -
Net savings o ssz;ooi 266%  $ 232,859

- e. Nearly all of AGRI's revenues are derived from Mrs. Clark’s. Fiscal year 2006
" . revenues increased slightly due to increases in its product pricing structure and a
trend toward higher food prices in the market.

» Gross margin improvement resulted from cost containment measures including
close management of raw material inputs and manufacturing efficiencies.

» Equity in net income of joint ventures increased due to improved results at AGRI-

Bunge. Higher grain volumes and margms and favorable freight positions caused
the increase. -
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First Four Months of Fiscal Year 2007 (ending December 31 2006) versus First Four

Months of 2006 (endmg December 31, 2005)

For the Foar Months Ended December 31

2006 Change 2005

Total revenues : $21,599,075 4% $20,787,910
Cost of sales and direct costs : 19,535,647 2% _ 19226,691

Gross margins 2,063,428 32% 1,561,219
Equity in net (loss) income of joint ventures - (135,024) (115%) 874,977
Other operating costs 1,667,004 6% 1,575,095
Net operating income ' 261,400 A(70%) 861,101
Net savings » 5 6,669 (99%) $ 601,815

s Revenues increased due to increased sales volumes and pricing structure at Mrs.
Clark’s. '

¢ Gross margins improved due to increase in higher margin revenues and
production efficiencies at Mrs. Clark’s.

e Equity in net income of joint ventures decreased due to AGRI-Bunge’s lower
margins and lower carrying cost structure in the grain markets. '

Our Audited Financial Statements, including the accompanying notes have been
prepared in accordance with accounting principles generally accepted in the United States
of America applied on a consistent basis. The preparation of the Audited Financial

Statements requires us to make a number of estimates and assumptions that affect the

reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues

‘and expenses during the reporting periods. We evaluate these estimates and assumptions

on an ongoing basis. We base these estimates on the information available to us at the
time they are provided and on various other assumptions that we believe are reasonable
under the circumstances. Actual results could vary materially from the estimates under.
different assumptions or conditions.

- Critical Accountmg Policies and Estimates

Our accounting policies that affect the more significant estimates and assumptions
used in the preparation of our Audited Financial Statements are set forth in the Audited
Financial Statements including the notes and supplemental information. You are
encouraged to review these policies thoroughly and to ask any questlons you may have
regarding their content.

- Our Interim Condensed Financial Statements as of December 31, 2006 sets forth
our best estimate of the assets, liabilities and Members Equity as of that date. The

~ balance sheet has been prepared applying the same accounting principles which were -

used to prepare our Audited Financial Statements except that adjustments which are
normally made at year end have not been made.
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No physical inventory was taken in connection with the preparation of the Interim

Condensed Financial Statements and the Company has therefore relied on its book entries

of inventory, work-in-process and sales to determine the inventory as of that date.

AGRI-Bunge’s operations reflect not only seasonal swings as most of its facilities
operate at reduced levels while their main source of transportation is closed during the

.. winter months because of the river being closed to navigation, but also reflect a dynamic

and volatile market driven by the expanded use of corn and soybeans to feed the rapidly
developing energy markets in the Midwest. The Interim Condensed Financial Statements
reflect a loss of approximately $135,000 in AGRI-Bunge through December 31, 2006.
January will show an additional loss because of the circumstances disclosed herein. We
optimistically believe that AGRI-Bunge will meet their budget projections and achieve
another proﬁtable year.

' Pensmns

AGRI and its wholly-owned subsidiaries (except for Mrs. Clark’s) participate in
The Noncontributory Retirement Plan for Cooperatives, a defined benefit plan, which has
been frozen as described above. As of August 31, 2006, AGRI’s benefit obligations
exceeded the fair market value of the plan assets by approximately $54,000. That excess
of obligations or fair market value of assets will have changed since August 31, 2006 but
AGRI does not believe that change would be material. ’ :

An analysis of the assumptions used in connection with the employee benefit

. plans and the financial results related to those plans is set forth in Note I of the Audited

Financial Statements. AGRI Industries will assume the obligation to continue all of these
plans after the. Conversion.” '

Grain Business

AGRI carries on 1ts Grain Business through AGRI-Bunge, a joint venture between
AGRI and Bunge, AGRI-Bunge originates from various points in its Jowa and I}linois
market including AGRI’s Members, transports grain (including oilseeds) by rail, barge or
{ruck, may store the grain for short periods of time and sells the grain to its customers.

‘Most of the grain and oil seeds are purchased from local elevator companies with a small

part of the purchasers coming directly from farmers. AGRI-Bunge sells its grains to
customers both in the United States and mtematlonally through service agreements with

- Bunge. The purchasers of AGRI-Bunge’s grains and oil seeds are feed manufacturers,
_corn millers, resellers and other oil seed processors.

AGRI has 50 percent of the voting power in AGRI-Bunge and currently has a 66
percent interest in the equity and earnings of AGRI-Bunge.
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Summary financial information of the joint venture in AGRI-Bunge is as Jollows:

For the Yeﬁ'r Ended

For the Year Ended
August 31, 2005

$ 27,108,538
25,223,589

$ 1,884,949

$ 400,209,898

$ 1,150,380

August 31, 2006
Assets : $ 19,147,368
Liabilitics ' 15,189,667
Net Assets ' $ 3,957,701
Revenues $ 397,414,331
Net Income $ 2,072,752
"'AGRP’s Interest:

$ 1,164,067

Equity in Net Assets — Beginning of Period $ 404,486
Share of Net Income 1,368,016 759,581
Equity in Net Assets — End of Period $ 2,532,083 $ 1,164,067

Highlights:

e Fiscal Year 2006 margins ori grain carries improved and resulted in bottom

line growth.

» Grain volumes increased, although the increase in volumes did not translate to
increased revenues. Margins increased due to better receipts and carrying cost
structure in the market, coupled with a favorable freight position in the May-

August time frame.

[Intentionally Left Blank]
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Food Business

AGRU’s food services business is conducted through its sub31dlary Mrs. Clark’s
Foods LC and subsidiary.

Summary Ji inancial mformatzon of Mrs Clark’s Foods LC and subsidiary is as fo!lows

For the Year For the Year
Ended August 31, Ended August

2006 - 31, 2005

Assets $ 23,863,842 § 21,760,677
Liabilities ) 19,462,108 . 17,858,352
Net assets ‘ $  4401,734 $ 3902325
"Revenues , $ 64851214 § 62,759,723
Cost of sales 60,044,414 58,939,862

" Gross margin 2806800 3.819,861
Other operating expénses 3,584,652 3,009,1 15
Operating income T , 1,222,148 ~ 810,746
Net income o § 487,613 5 238,788

. Highlights:
‘ e Revenues increased due to increased sales volumes and pricing structure

» Gross margins improved due to increase in higher margin revenues and
production efficiencies

MANAGEMENT

_ The officers and the Board of Directors of AGRI Industries immediately aﬁer the
Conversion will be the same as the officers and Board of Directors of AGRI except that

Jerry Van Der Kamp will become the President of AGRI Industries and not its Executive

Vice President and Paul Voga will then be Chalrman of the Board of AGRI Industries,
but not its President.

- The Board of Directors of AGRI Industries will consist of six Directors, four of
-whom will be members of farmer-owned cooperatives owning Class A Common Stock in
AGRI Industries and two of whom will be managers of such farmer-owned cooperatives.

The term for each AGRI Industries director will expire in the same year it would have
expired if AGRI had continued to exist. In order to stagger the board with two directors
elected each year, the term of Bruce Rohwer will end in 2009 rather than 2010. The
authorized number of Directors may be changed to not less than 3 nor more than 15 by
resolution of the Board of Directors. ‘

v
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The current AGRI officers and Directors of AGRI are set forth below:

Name Year Term Position
First Expires
Elected
Paul Voga 1992 2010 President, Chairman of the Board,
Executive Committee, and Director
Larry Petersen 2000 2009 Vice President & Vice Chairman,
‘ Executive Committee, and Director
Dean Markwardt 1999 2008 Secretary —Treasurer, Executive
Committee, and Director
Susan Tronchetti 2002 2008 Director
Bruce Rohwer 2004 2009 Director
| David Hemesath 12007 12010 Director
Jerry Van Der Kamp | Not Not Executive Vice President and Chief
applicable { applicable | Executive Officer
Jeanne Von Arb Not Not Controller
applicable | applicable '

Paul Voga was first elected to the AGRI Board of Directors in January 1992, and
has served as President and Chairman of the Board since 1994. He is also serving as a
member of the board of managers of both AGRI-Bunge LLC and of Mrs. Clark's Foods,
Inc., President of AGRI Terminal Corporation, AGRI Financial Services, Inc. and
Country Properties, LC. In addition, Paul has served on the board of directors of the
Heart of lowa Cooperative in Roland. Paul farms 500 acres near Story City, lowa,
producmg mainly corn and soybeans.

Larry Petersen was first elected to the AGRI Board of Directors in 2002, Larry is
the manager of Heartland Coop in West Des Moines. Larry serves as AGRI’s Vice

- President and Board Vice Chairman and is a member of the board of managers of AGRI-

Bunge. He also is a director for Associated Benefits Corp, Agricultures Clean Water
Alliance, and United Services Association. He is a former board member of the Iowa

" FFA Foundation Sponsoring Committee, lowa Grain and Feed Association, Crop

Production Network and the Avon Grain Co. He has a BS degree from Iowa State
University and taught high school vocational agriculture for three years. Larry's earlier
management history includes Rushmore Feed & Grain Co-op (Minnesota) 1978-81 as
well as the predecessors of Heartland Co-op which included Panora Farmers Co-op 1981-
87 and Heartland Co-op at Dallas Center 1987-93. He has been at Heartland Co-op in
West Des Moines since 1993.

Dean Markwardt was first elected to the AGRI Board of Directors in 2002. He is
currently the board secretary and serves as a member of the board of managers of Mrs.
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Clark’s. Dean farms 820 acres near Thornton, JA producing corn, soybeans and alfalfa.
He is a graduate from North Iowa Area Community College in 1969 and from ISU in
1972. Dean served on the board of directors for North Iowa Cooperative of Thornton, IA
(formerly Farmers Cooperative Co. of Thomton) for 14 years. Eight of those years, he
served as Chairman of the Board.

Bruce Rohwer was first elected to the AGRI Board of Directors in 2004. Bruce is
also a member of the board of managers of Mrs. Clark’s. Bruce and his wife farm 1020

acres near Paullina, Iowa producing corn and soybeans. Bruce also owns and operates a -

3,840 head hog finishing confinement. Bruce also owns and operates a Federal

- Crop/Hail Insurance Agency. He is a member of the Paullina Farmers Cooperative board

of directors. He is currently serving on the Iowa Corn Growers Association’s Political

‘Action Committee. He is a former member of Extension and Kellogg Foundation’s TLT

program which fosters countywide community development.

Susan Tronchetti was first elected to the Board of Directors in 2002. Susan and

~ her husband farm 1,400 acres in the Paton, 1A area. Susan currently serves on the board

of directors of West Central Cooperative and Home State Bank, Jefferson, Iowa. Sheisa
graduate of ISU in Ag Business. She worked for nine years as a grain merchandiser at
West Central Cooperative. ‘She is also co-owner and manager of Tronchetti Pioneer Seed
business and has been a certified crop advisor since 1999.

David Hemesath was first elected to the AGRI Industries Board of Directors in
2007. David is the general manager of the Farmers Cooperative Produce Company in
Fort Atkinson, lowa. David has been employed with Farmers Cooperative Produce
Company since 1997 and has worked in the cooperative system for 27 years. He started
out in sales and accounting and later became assistant manager. David received an
Associate of Science degree from Northeast lowa Community College in Ag Business.
David currently holds a director position and is president of Livestock Nutrition Services.
He previously has been on the Facility Planning Committee for the Turkey Valley
Community School, and has been a Financial Secrctary for the South Winn Country
Club.

* Jerry Van Der Kamp is the Executive Vice President and Chief Operating Officer
of AGRI. Jerry is also a member of the board of managers of Mrs. Clark’s, the
“Secretary/Treasurer of both AGRI Financial Services, Inc. and AGRI Terminal
‘Corporation, and the Secretary of Country Properties, LC. Jerry was first employed by
the company in 1970 until 1973 as Assistant Traffic Manager. Returning in 1979 Jerry
has served in a number of positions including Director of Pricing, and Vice President of
Transportation. He has been CEO since 1992. Jerry participated in most of the
- restructuring and repositioning of the company that has taken place beginning in the early
1980°s.

Jeanne Von Arb joined AGRI in the fall of 2006 as its Corporate Controller. Prior
to joining AGRI Industries Jeanne was the Chief Financial Officer of the Greater Des
Moines Partnership, a non-profit membership organization serving the business interests
of the greater Des Moines region. Jeanne also worked for Meredith Corporation
managing its treasury operations area. She began her career as an auditor with KPMG
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Peat Marwick in Des Moincs. Jeanne holds a Bachelor of Arts degree in Accounting
from The University of Northern Iowa. '

The Bylaws of AGRI and AGRI Industries authorize our Board of Directors to fix
the compensation for director services and to reimburse each director for expenses paid
by them on account of attendance at any board or committee meeting. In accordance
with the bylaws and board resolutions, the board has established a flat monthly
compensation for each director that is not an officer of $834 per month. The flat monthly
compensation for each officer-director is as follow: Chairman-$1250 per month, Vice
Chairman-$834, and the Secretary-Treasurer-$1042. In addition each director receives in
one-half day increments a per diem of $500 per day for days spent at meetings of the
Board of Directors or attended at the request of the Board of Directors. The Executive
Vice President is a full-time employee and as such does not receive any compensation

other than his regular compensation as an employee. We also reimburse directors for
" expenses paid by them on account of attendance at meetings of the Board of Directors or

meetings attended at the request of the Board of Directors.

-The compensation of the officers and directors as well as the other employees of
AGRI and Mrs. Clark’s will not change as a result of the Conversion. While' AGRI
Industries Common Stock could be granted to employees of AGRI Industries, the Board
of Directors does not plan to adopt a plan to grant any stock options or other rights to
Common Stock in the foreseeable future.

DESCRIPTION OF CAPITAL STOCK AFTER RESTRUCTURING

AGRI Industries was formed on February 21, 2007. The following summary
describes material provisions of AGRI Industries’ Articles of Incorporation and Bylaws.
You should read copies of these documents, which are included as Appendices to this
Disclosure Statement.

Authorized Capital Stock

AGRI Industries’ Articles of Incorporation authorizes 2,000,000 shares of
preferred stock, $1000 par value, 100,000 shares of Class A Common Stock, no par

- value, and 100,000 shares of Class B Common Stock, no par value. The Plan of

Conversion provides that 3215 shares of AGRI Industries Class A Common Stock will be
issued to Members plus the shares of Class A Common Stock that will be issued in
exchange as a part of the 2007 Fiscal Year Patronage Dividends of AGRI. These shares
will constitute all of the issued and outstanding shares of AGRI Industrics immediately
after the Conversion. All of the shares of AGRI Industries Class A Common Stock tobe -
distributed to Members in the Conversion will be fully paid and non-assessable. No '
shares of preferred stock have been issued.

Class A Common Stock and Rights

Class A Common Stock is entitled to vote on all matters coming before the
Stockholders for decision. Class A Common Stockholders possess all voting power,
except as otherwise required by law or provided in any resolution adopted by AGRI
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' _Industries’ Board of Directors with respect to any series of AGRI Industries’ preferred
stock. Stockholders have no cumulative voting rights,

Generally, AGRI Industries Stockholders will be entitled to one vote for each
share on all matters voted on by Stockholders except a beneficial owner of shares of
Class A Common Stock in excess of five percent (5%) of the issued and outstanding
shares of Class A Common Stock (“Excess Shares™) will be entitled to cast one
hundredth (1/100) of one vote with respect to each such Excess Share.

- Subject to the rights of the Preferred Stock, AGRI Industrics Class A Common
Stockholders will be entitled to such dividends as the Board of Directors may declare
" _from time to time from funds available therefor and, upon liquidation, will be entitled to
receive pro rata with the Class B Common Stock all of the assets of AGRI Industries

g available for distribution to the Common Stockholders.

In order for AGRI to wind up its affairs and liquidate as of the Effective Date,

. AGRI must distribute its shares and rights to shares of Class A Common Stock as of the
Effective Date. Since the exact number of shares of Class A Common Stock each
Member will receive cannot be determined until the 2007 Fiscal Year Patronage
Dividend is determined, AGRI Industries will issue the Rights to Class A Common Stock
contemplated in the Plan of Conversion and AGRI will distribute those Rights on the
Effective Date to the Members. The Rights execute without further action of any party
except determination of the 2007 Fiscal Year Patronage Dividend and its allocation
among the Members. After the Class A Common Stock is transferred to the Members in
accordance with their Rights, the Rights will expire. AGRI Industries has no intention.in
the foreseeable future to issue any other rights, warrants or similar devices entitling a
person to receive shares of Class A Common Stock.

Class B Common Stock

Class B Common Stock is not be entitled to vote except as otherwise required by

. law. Except for voting, Class B Common Stock has the same rights as the Class A~
Common Stock. Thus, subject to the rights of the Preferred Stock, AGRI Industries Class
B Common Stockholders will be entitled to participate on the same terms as the Class A
Common Stock in such dividends as the Board of Directors may declare from time to

- time and, upon liquidation, will be entitled to receive pro rata with the Class A Common
Stock all of the assets of AGRI Industries available for distribution to the Common

" Stockholders. AGRI Industries does not intend to issue any Class B Common Stock in

the foreseeable future. '

Preferred Stock

AGRI Industnes Articles of Incorporation authorizes the Board of Directors,
without further stockholder approval (except as may be required by applicable law}, to
provide for the issuance of shares of preferred stock, in one or more classes or series, and
to fix for each series the relative rights, preferences, qualifications and limitations, as
stated in the resolution adopted by AGRI Industries Board of Directors providing for the
issuance of such series and as are permitted by the Iowa Code. If AGRI Industries Board
of Directors issucs preferred stock, the rights and privileges of AGRI Industries Common
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Stockholders could be made subject to the rights and privileges of the holders of
preferred stock. AGRI Industries does not intend to issue any preferred stock in the
foreseeable future. :

No Preemptive Rights

No stockholder of any class of stock authorized at the distribution date will have

‘any preemptive right to subscribe to any kind or class of AGRI Industries securities.

. Number of Directors; Vacancies

AGRI Industries’ Articles of Incorporation prov1de that the number of directors
shall be no fewer than three and no more than fifteen, the precise number to be specified

“in the Bylaws. The Bylaws may also specify the qualifications of Directors. Directors are

to be elected for staggered three-year terms. Directors are nominated for a particular
director seat and a separate vote is taken to clect the director to fill each seat.

AGRI Industries’ Bylaws provide for six directors who may not be over the age

- of 65 on the date of election. Four of the directors must be engaged in producing

agricultural products and be members of a Class A Common Stockholder that is a farmer-

- owned cooperative and two of the directors must be managers of a Class A Common

Stockholder that is a farmer-owned cooperative.

AGRI Industries’ Bylaws also provide that a vacancy, which would include a

“vacancy created by an increase in the number of directors, may be filled by a majority of
_ the remaining directors, even if the remaining directors do not constitute a quorum, or by
~ a sole remaining director or by the affirmative vote of the Class A Common
‘Stockholders. A director elected to fill a vacancy is elected for the unexpired term of his

or her predecessor in office.
Amendments to AGRI Industries’ Articles of Incorperation

- Generally, amendments to AGRI Industries’ Articles of Incorporation must be
approved by a majority of the Class A Votes entitled to be cast on the amendment except
that some votes may require a vote by each voting group entitled to vote on the

"amendment (no separate voting group will exist unless there are shares of Class B

Common Stock or preferred stock outstanding), and except for amendments to the
Articles requiring a super-majority to-act in the circumstances. These circumstances
apply to provisions of the Articles governing certain business combinations and
dissolution of the corporation.

Limitation of Liability and Indemnification

AGRI Industries’ Articles of Incorporation and Iowa law limit the monetary -

. liability of a director for any action taken, or any failure to take any action, as a director

except for (1) the amount of a financial benefit received by a director to which the
director is not entitled, (2) an intentional infliction of harm on the corporation or the
shareholders, (3) certain distributions in violation of the lowa Code to which the director
assents, or (4) an intentional violation of criminal law. If the lowa Business Corporation

Act is hereafter amended to permit further limitation on or elimination of the personal
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liability of the directors, then a director will be exempt from such liability to the full
extent permitted by the lowa Business Corporation Act as so amended from time to time.

AGRI Industries’ Bylaws authorize it to indemnify any of our present or former
directors or officers by reason of the fact that he or she is or was serving at our request as
a director, officer, or a like position of another corporation, partnership, joint venture,
trust, or other enterprise to the full extent permitted by the Iowa Business Corporation

. Act.

_Stockholders’ Meetings

Under AGRI Industries’ Bylaws, annual meetings of Stockholders are to be held
at a date and time determined by our Board of Directors in the month of January each
year. Special meetings of Stockholders may be called only by our Chairman, our Board

“of Directors, any four of more directors, or by holders of not less than 25% of all of the .
votes entitled to be cast. :

Certam Anti-Takeover Matters

The AGRI Industries Articles of Incorporatmn and Bylaws include a number of
provisions that we believe may have the effect of encouraging persons considering
unsolicited tender offers or other takeover proposals to negotiate with our- Board of
Directors rather than pursue non-negotiated takeover attempts. The following is a
summary description of these provisions, and we refer you to AGRI Industries’ Articles
of Incorporation and Bylaws for more information since their terms affect your nghts asa
Stockholder. The anti-takeover provisions include:

Voting Rights

If a person shall become, the beneficial owner of shares of Class A Common
Stock in excess of five percent (5%) of the issued and outstanding shares of Class A
Common Stock, the number of shares beneficially owned by such person in excess of
five percent (5%) shall be deemed to be "Excess Shares," and each such Excess Share
shall be entitled to cast one hundredth (1/100) of one vote per share on each matter voted
on at a Stockholders’ meeting, for so long as the shares are Excess Shares.

This limitation on voling rights makes it very difficult for a person to gain voting
control of the corporation through the vaUISltlon of shares of Class A Common Stock

: alone

" Classifi ication of the Board

AGR! Industries’ Board of Directors is divided into three cIasses cach of which
consists, as nearly as may be possible, of one-third of the total number of directors
__constituting the entire board. After the Conversion, the Board of Directors will initially
consist of six members. Each class of directors serves a three-year term. At each annual
meeting of AGRI Industries’ Stockholders, successors to the class of directors whose
term expires at the annual meeting are elected for three-year terms. AGRI Industries’
Bylaws prohibit cumulative voting. In general, in the absence of cumulative voting,
persons who hold a majority of the Class A Votes can elect all of the directors who are
subject to election at any meeting of Stockholders,
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The classification of directors could have the effect of making it more difficult for
Stockholders, including those holding a majority of the Class A Votes, to force an
immediate change in the composition of our board. Two stockholder meetings, instead of
one, generally will be required to effect a change in the control of the board. We believe
that the longer time required to elect a majority of a classified board will help to ensure
the continuity and stability of our management and policies since a majority of the
directors at any given time will have had prior experience as our directors.

Stockholder Prbposals and Director Nominations

In order to properly submit a Stockholder proposal, a Class A Common
Stockholder must submit a notice to our principal executive office not later than 180 days
after the date of the last annual meeting of stockholders. Such Stockholder’s notice
addressed to the Secretary of the Corporation must set forth: (a) a brief description of the

- business desired to be brought before the annual meeting including the wording of any

resolution that the Stockholder proposes to be adopted at the meeting, (b) the reasons for

~ conducting such business at the annual meeting, and any material interest in such

business of such Stockholder and the beneficial owner, if any, on whose behalf the
proposal is made, (¢) the name and address of the Stockholder giving the notice and of
the beneficial owner, if any, on whose behalf the proposal is made; and (d) the class and
number of shares of the Corporation that are beneficially owned and of record by such
Stockholder and such beneficial owner.

Unless the Board of Directors by resolution sets different dates, not later than
October 15 of each year, the Chairman of the Board of Dircctors will appoint a four (4)
member nominating committec to submit the names of nominees for directors to be '
elected at such meeting. Any Class A Common Stockholder may propose candidates for

* each vacancy to the nominating committee. The nominating committee will select at least

two (2) qualified nominees for each vacancy and shall specify the nominees for each
particular vacancy (and not nominate a slate from which all vacancies will be filled). The
nominating committee will certify the nominees to the President and Secretary of the
Corporation not later than December 1 of each year. The notice of the annual meeting
will set forth the names and addresses of the nominees selected for each vacancy by the
nominating committee. Nominations for directors may not be made from the floor at any
meeting of the Stockholders. The nominating committee is instructed to take into

_account, among other things, the geographic distribution, and business activity of the

various Class A Common Stockholders to nominate individuals that will result in
representation of a cross-section of the Class A Common Stockholders on the Board of
Directors. ‘

- Special Meetings

Our Bylaws provide that a special meeting of the Stockholders may be called by
the President, Chairman of the Board, the Board of Directors, any four Directors, or
"holders of not less than 25% of the votes entitled to vote at the meeting.
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EXPERTS

: The Audited Financial Statements have been included herein in reliance upon the
reports of McGowen, Hurst, Clark & Smith P.C., 1601 West Lakes Parkway, Weslt Des.
Moines, [A: 50266, an mdependent registered pubhc accounting firm, and given upon the
authority of said firm as experts in accounting and auditing. The value of the Business
and assistance in determining which real estate to value separately from the business was
based upon the appraisal of and consultation with Clifton Gunderson LLP, 2700
Westown Parkway, Suite 400, West Des Moines, IA 50266-1411.

LEGAL MATTERS

The validity of the Class A Common Stock and Rights to be issued in connection
with the Conversion will be passed upon by Ahlers & Cooney, P.C., 100 Court Avenue,
Suite 600, Des Moines, lowa, 50309. An opinion regarding the tax matters described in
“Material Federal Income Tax Consequences” will be issued by McDermott Will &
Emery LLP, 227 West Monroe Street, Chicago, Illinois, 60606-5096.

WHERE YOU CAN FIND MORE INFORMATION

The Company has not filed any annual, quarterly or current reports with the SEC
and will not file any afier the Conversion, You may contact Jerry Van Der Kamp at 700
SE Dalbey Drive, Ankeny, lowa 50021, telephone (515) 944-2267 for further
information.

You should rely only on the information contained in this document to vote on the
Conversion. We have not authorized anyone to provide you with information that is
different from what is contained in this document. This document is dated February 21,
2007. You should not assume that the information contained in this document is accurate

. asof any other date, and neither the mailing of this document to stockholders nor the

issuance of common stock in the Conversion shall create any implication to the contrary.

DEFINITIONS
“AGRI” means Amencan Grain and Related Industries (a Farmer-owned Cooperatwe)
an lowa cooperatlve association organized under Chapter 499 of the Jowa Code.

- “AGRI-Bunge” refers to AGRI-Bunge, LLC, a joint venture between AGRI and Bunge :
~ North America, Inc.

“AGRI Industries” means AGRI Industries, Inc., an lowa Corporation organized under
- Chapter 490 of the lowa Code and the successor to AGRI. :

“AGRI Preferred” means AGRI’s preferred stock par value $100 per share.

“Andited Financial Statements™ mean the AGRI Financial Statements and Auditor’s
Report, August 31, 2006 and 2005 which are attached hereto as Appendix F and the

AGRI Financial Statements and Auditor’s Report, August 31, 2005 and 2004 which are

attached hereto as Appendix G.

T




“Bunge” means Bunge North America, Inc., a New York corporation, and AGRI’s joint
venture partner in AGRI-Bunge.

"Class A Common Stock” means the Class A Common Stock authorized by the Articles
of Incorporation of AGRI Industries. :

“Class A Member” and “Class B Member” refers to a Member holding the designated k

Class of Membershlp

“Class A Membership” and “Class B Membershlp” means the Class A Common Stock
and Class B Common Stock respectively of AGRI.

“Class A Vote” means the vote associated with the shares of Class A Common Stock at

_any given time, computed after taking into account whether any shares have 1/ 100" of a

vote because they are Excess Shares.

“‘Common Stock™ means the Class A Common Stock and Class B Common Stock of
“AGRI Industries.

- “Conversion” or “conversion” means the restructuring of AGRI from a cooperative

association to a business corporation pursuant to the Plan of Conversion.

“Disclosure Statement” means this Notice and Disclosure Statement re: the Plan of
Conversion and Special Meeting.

“Effective Date” means the date on which AGRI completes the Conversion by

“distributing the Common Stock and Rights to its Members in complete liquidation. The
. Plan of Conversion anticipates that the Effective Date will be the close of business

August 31, 2007.

“Excess Shares” means the number of shares of Common Stock of a Class beneficially
owned by a person in excess of five percent of the issued and outstanding shares of either
Class A or Class B Common Stock as the case may be.

“Fiscal Year” refers to the fiscal year of AGRI ending August 31 of the year referenced.

“Food Business” means the food processing and packing business operated by Mrs.
Clark’s. . )

“Grain Business” means the grain and oilseed merchandising business operated by

.. AGRI-Bunge.
“IBCA” means the lowa Business Corporation Act Chapter 490 of the lowa Code.

“Interim Condensed F manmal Statements” means the interim Condensed Financial
Statements of AGR1 as of December 31, 2006 which is attached as Appendix H.

“lowa Code” means of the Code of Iowa (2005) as amended to the date of this Disclosure
Statement. :

“Leasing Business” means the equipment and building leasing business operated by
AGRI Financial Services, Inc.

“Member” means a Class A Member or Class B Member of AGRI.
“Membership” refers to both the Class A Membership and the Class B Membership.
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- “Membership Interests” means the Membership, AGRI Preferred and Patronage Based
Interests in AGRIL.

““Mps. Clark’s” refers to Mrs. Clark’s Foods, LC , a wholly owned subsidiary of AGRI.

“Patronage-Based Interests” shall mean the Patronage-Based Interests described in
Article IV of this Plan of Conversion. “Patronage Based Interests” includes (i) the rights
of Members to the excess of the fair value of AGRI’s assets over the book value of
. members’ equity in AGRI (represented by the book value of the Membership and AGRI
~ Preferred of the Members), and (ii) the rights of Members and former Members to any
. patronage-based distributions attributable to business done. |

“Plan of Conversion” means the Plan of Conversion between AGRI and AGRI Industries

- dated as of the 21st day of February, 2007 that is attached as Appendix A.

“Reporting Transfer” means a transfer of Common Stock which would result in AGRI
Industries becoming subject to the reporting requlrements of the Securities Act of 1934,
as amended from time to time.

“Right” means the right to receive one share of Class A Common Stock as of the
Effective Date in accordance with this Plan of Conversion. .

«“§rockholder” means a Common Stockholder of AGRI Industries. Class A Stockholder
refers to a holder of Class A Common Stock of AGRI Industries.

“Subscriber” means a person that has subscribed for a Class A Membership and made a
part payment on the purchase price for such Membership as established by AGRI but has
_ not yet fully paid the subscription price for its Membership.

“Transaction” means the transfer of AGRI assets to AGRI Industries for Class A
Common Stock and Rights of AGRI Industries and assumption of AGRI’s liabilities and
the liquidation of AGRI as contemplated in the Plan of Conversion. The Transaction
does not include the Class A Common Stock to be issued to the Members with respect to
their 2007 Fiscal Year patronage earned.

“Total AGRI Industries Equities” means the total number of nghts and shares of Class A
- Common Stock to be issued in the Transaction.

“2006 Audited Financial Statements” mean the AGRI Financial Statements and Auditors
Report, August 31, 2006 and 2005 which are attached hereto as Appendix F.

“2007 Fiscal Year” means the fiscal year of AGRI ending August 31, 2007.

“2007 Fiscal Year Patronage Dividend” means the patronage dividend the Board of
Directors of AGRI shall declare with respect to the income (but not a loss) from business
done by AGRI Members during the 2007 Flscal Year. -
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APPZWDIX A

AGRI INDUSTRIES
PLAN OF CONVERSION

American Grain and Related Industries (a Farmer-owned Cooperative) (“AGRI”) and
AGRI Industries, Inc.(“AGRI Industries”) hereby enter into this agreement and plan of
conversion (“Plan of Conversion”) as of the 21st day of February, 2007. AGRI and
AGRI Industries hereby agrec as follows:

ARTICLEI
PURPOSE

* AGRI is organized pursuant to Chapter 499 of the Code of the State of lowa (2005)

(“Jowa:Code”) and is doing business on a cooperative basis. AGRI Industries is a

corporation organized under the lowa Business Corporation Act (Chapter 490 of the lowa

Code) and is a wholly controlled subsidiary of AGRI. As of the Effective Date stated
herein, AGRI wishes to transfer its assets to AGRI Industries by exchanging its assets for
Class A Common Stock and Rights of AGRI Industries and assumption of AGRI’s
liabilities. AGRI will then distribute the stock of AGRI Industries in liquidation (the
“Transaction™), Upon the Effective Date of the Transaction, AGRI will cease to operate
and all ownership rights and interests of its Members shall be converted into Class A

.Common Stock and Rights to Class A Common Stock of AGRI Industries, as set forth in
this Plan of Conversion. From and afier the Effective Date, AGRI Industnies will operate ‘

as a business corporation and not as a cooperative.

AGRI and AGRI Industries intend that the exchange of AGRI’s assets for Class A
Common Stock and Rights of AGRI Industries and the distribution of AGRI Industries
Class A Common Stock and Rights to AGRI’s Members in complete liquidation and
dissolution of AGRI be treated as a single integrated Transaction. AGRI and AGRI

Industries intend that the Transaction be treated as a reorganization within the meaning of - -

Section 368(a) of the Internal Revenue Code.

ARTICLE 1I
DEFINITIONS .
As used in this Plan of Conversion:
* a. “AGRI Preferred” means AGRI’s Preferred Stock par value $100 per share.

b. "Class A Common Stock" means the Class A Common Stock authorized by the
Articles of Incorporation of AGRI Industries.

c. “Class A Membership” and “Class B Members-hip” means the Class A Common
Stock and Class B Commeon Stock respectively of AGRIL

d. “Effective Date” means the effective date described in Article VIII, Section 1.
e. “Member” means the holder of a Class A Membershlp or Class B Membership.




f.. “Membership” refers to both the Class A Membership and the Class B
Membership.

g. “Patronage-Based Interests” shall mean the Patronage-Based Interests described
in Article VI of this Plan of Conversion.

h. “Plan of Conversion” means this agreement and plan of conversion.

i. “Right” means the right to receive ong share of Class A Common Stock as of the
Effective Date in accordance with this Plan of Conversion.

j. “Transaction” means the transfer of AGRI assets to AGRI Industries for Class A
Common Stock and Rights of AGRI Industries and assumption of AGRI’s
liabilities and the liquidation of AGRI as contemplated in this Plan of
Conversion. The Transaction does not include the Class A Common Stock to be
issued to the Members with respect to their 2007 Fiscal Year patronage earned.

k. “Total AGRI Industrics Equities” means the total number of Class A Common
" Stock and Rights to be issued in the Transaction.

1. “2007 Fiscal Year” means the fiscal year of AGRI ending August 31, 2007,

m. “2007 Fiscal Year Patronage Dividend” means the patronage dividend the Board
of Directors of AGRI shall declare with respect to business done by AGRI
Members during the 2007 Fiscal Year.

ARTICLE IIf
PLAN OF EXCHANGE

Section 1. On or prior to the Effective Date, provided this Plan of Conversion is adopted
by the Class A Members of AGRI as contemplated herein and in accordance with the

rrequirements of Section 499.47 of the lowa Code:

a. AGRI will transfer all of its assets to AGRI Industries as contemplated herein and
AGRI Industries will assume all of the liabilities of AGRI whether known or
unknown, contingent or otherwise.

b, Inexchange for the assets of AGRI, in addition to assumption of AGRY’s

liabitities; AGRI Industries will transfer to AGRI the Total AGRI Industries
Equity in accordance with Section 2 and 3 of this Article.

Section 2, The Number of shares of its Class A Commeon Stock and nghts which
constitutes the Total AGRI Industries Equity shall be determined as follows:

~ a. The value of 100% of the equity of AGRI has been determined by appraisal to be
$32,150,000. The value so determined shall be referred to herein as the
"Appraised Value".

b. The Appraised Value shall be divided by ten thousand dollars (§10,000.00) to

arrive at a number of shares of Class A Common Stock and Rights that AGRI
Industries will issue to AGRI (*Total AGRI Industries Equity™).



- Section 3. AGRI Industries shall issue and transfer to AGRI the Total AGRI Industries
Equity as Rights or Class A Common Stock determined as follows: :

a.

b.

'AGRI Industries shal! issue the number of whole shares of Class A Common

Stock that are required for AGRI to make the distributions described in Section 1,
2, and 3 of Article V. '

AGRI Industries shall issue Rights to AGRI for the remainder of the Total AGRI
lnduslnes Equity. :

ARTICLE IV
PLAN OF LIQUIDATION AND DISSOLUTION

_ Provided this Plan of Conversion is édOpted by the Class A Members of AGRI as
contemplated herein and in accordance w1th the requirements of Section 499.47 of the
Iowa Code: :

d.

AGRI’s Board of Directors will direct the accrual of the 2007 Patronage Dividend
and AGRI Industries agrees to distribute the 2007 Patronage Dividend in
accordance with Article VII of this Plan of Conversion.

As of the Effective Date, AGRI shall cease to ‘operate as a going concern, wind up
its affairs, liquidate its assets, arrange for payment of its debts and expenses in the
manner provided herein, and thereafter dissolve. Such events shall occur as soon.
as the trustees appointed in accordance with Section 499.47 of the Jowa Code

“determine practicable. In particular, on the Effective Date, AGRI shall distribute

the Class A Common Stock and the Rights which it holds to its Members in
complete liquidation of AGRI’s assets and in exchange for cancellation of the
Members’ Class A Memberships, Class B Membership, AGRI Preferred and
Patronage-Based Interests as contemplated herein.

The Members appoint the following three representatives of their number as
trustees to replace the officers and directors of AGRI and to wind up its affairs as
contemplated in Section 499.47 of the Jowa Code: :

" Paul Voga
Larry Petersen
Susan Tronchetti

In the event any one or more of the 3 trustees named above shall cease to serve as
trustee for any reason, the remaining trustee or trustees shall and are hereby
granted the authority to name a trustee or trustees to fill each vacancy so created.
The date fixed when the trustees as designated above shall replace the officers and
directors and wind up the affairs of AGRI shall be the Effective Date (detcnmned
as provided 1n Article VIII)




ARTICLEV

DISTRIBUTIONS WITH RESPECT TO COMMON SHARES,
AGRI PREFERRED SHARES, AND SUBSCRIPTIONS -

Section 1. AGRI shall distribute to each Member one share of Class A Common Stock in '
exchange for its Membership.

Section 2. AGRI will distribute one share of Class A Common Stock to each Member in
exchange for each 100 shares of AGRI Preferred held by such Member. AGRI shall
distribute fractional Rights in lieu of Class A Common Stock to each Member equal to
any fractional share of Class A Common Stock the Member would otherwise be entitled
to receive pursuant to this Section. »

Section 3. On or prior to the Effective Date, AGRI shall pay in full discharge of its

~ Membership interest to any subscriber to either a Class A Membership or Class B
‘Membership which has not fully paid the subscription price by the date the Members

adopt this Plan of Conversion cash in the amount which has been paid or credited toward
the Membership. The subscriber will not be treated as a Member for purposes of
determining the Patronage-Based Interests of the Members provided for in this Plan. At
any time on or prior to March 30, 2007, each subscriber to a share of either a Class A
Membership or Class B Membership may fully pay the balance of the subscnption price
of its Membership and upon such payment, the subscriber shall receive, in exchange for
its fully paid Membership and AGRI Preferred the shares of Class A Common Stock '
contemplated in Sections 1 and 2 of this Article and shall receive any Rights to which it
may be entitled in exchange for its Patronage-Based Interest and any Class A Common
Stock to which it may be entitled for its 2007 Fiscal Year Patronage Dividend.

‘Section 4. Fractional Rights may be distributed pursuant to this Plan of Conversion, but

no fractional shares of Class A Common Stock shall be issued pursuant to this Plan of
Conversion. Any fractional Rights received by a Member pursuant to this Article shall
first be added to any fractional Rights received by the Member in exchange for its
Patronage-Based Interests pursuant to Article VI and fractional rights received for its
2007 Fiscal Year Patronage Dividend. Such Member shall then be entitled fo any whole
number of shares of Class A Common Stock resulting therefrom. Any Member
otherwise holding a fractional Right after the addition and exchange provided in this

" .Section shall receive, in licu of a fractional share of Class A Common Stock an amount in

cash equal to $10,000 multiplied by the remaining fraction. The cash received in lieu of
fractional share of Common Stock shall be deemed to have been received for the

fractional Rights in the following order of priority: first for all or any part of a fractional

Right received for the 2007 Fiscal Year Patronage Dividend, then for all or any part ofa
fractional right received for AGRI Preferred and last for all or any part of a fractional
Right received for the Patronage-Based Interest.

ARTICLE VI
DISTRIBUTIONS CANCELLING PATRONAGE-BASED INTERESTS

- Section 1. All of the Patronage-Bascd Interests of the Members and former Members




(“Patronage-Based Interests™) shall be cancelled, and AGRI shall distribute to each
Member in exchange for its Patronage-Based Interest the Rights AGRI received in
accordance with Article I Section 3 on the basis of the formula provided in this Article
VL. Such cancellation and distribution shail be deemed to occur as of the Effective Date.
Without limiting the generality of the foregoing, the Patronage-Based Interests so
cancelled shall include, but not be limited to: (a) the rights of Members and former

" Members to any patronage-based distributions attributable to business done on or after
the Effective Date, (b) all Patronage-Based Interests accruing for business done before
the Effective Date, (¢) all rights in and to AGRI's reserves and undistributed surplus, (d)
any rights to share in the proceeds of liquidation on the basis of business done, and (e) all
rights to share in the proceeds of liquidation in proportion to the total of each Member’s’
revolving fund, stock, or other equity interest in AGRI.

~ Section 2. In exchange for each Member’s Patronage-Based Interest, AGRI shall
. distribute the Rights to each Member in proportion to the number of shares of AGRI

_ Preferred (including AGRI Preferred which would have been issued for the 2007 Fiscal
Year Patronage Dividend) held by such Member as of the Effective Date compared to the
total number of shares of AGRI Preferred (including AGRI Preferred which would have
been issued for the 2007 Fiscal Year Patronage Dividend) held by all Members as of the
Effective Date. Fractional Rights may be distributed to each Member. As contemplated
in Article-V Section 4, such fractional Rights shall be added to any other fractional Rights
_ held by a Member to permit the Member to receive an additional share of Class A
Common Stock for each whole Right when so aggregated and cash in lieu of fractional
shares for the balance.

~ ARTICLE VIl
PATRONAGE FOR THE 2007 FISCAL YEAR

Section 1. Prior to the Effective Date the Board of Directors of AGRI shall declare a
patronage dividend (but not a loss) with respect to business done by Members during the
2007 Fiscal Year (“2007 Fiscal Year Patronage Dividend™). The Board of Directors shall
declare that 20% of the 2007 Fiscal Year Patronage Dividend be paid in cash and that the
. -balance be paid in AGRI Preferred as provided by AGRI’s Bylaws as in effect up to the
“Effective Date. The Board of Directors shall declare such 2007 Fiscal Year Patronage
Dividend in a manner which results in the treatment of the AGRI Preferred which would
have been distributed as a part of a qualified written notice of allocation. Any loss for
the 2007 Fiscal Year will be applied against the surplus of AGRI and not allocated to its
Members. ' -

‘Section 2. As of the Effective Date, AGRI Industries assumes the obligation to pay the
amount of such 2007 Fiscal Year Patronage Dividend. AGRI Industries shall pay in cash
the amount which the Board of AGRI declared in cash. AGRI Industries shall pay in
Class A Common Stock and Rights in lieu of fractional shares of Class A Common Stock
the amount which would have been paid in AGRI Preferred prior to the Effective Date.

Section 3. AGRI Industries will distribute the amount of Class A Common Stock and
fractional Rights to be distributed pursuant to this Article as soon as its Board of



Directors determines reasonably practicable after the Effective Date, but in any event in a
manner that will qualify the distribution of any Class A Common Stock pursuant to this
Article as a qualified written notice of allocation.

" Section 4. As contemplated in Article V Section 4, such fractional Rights shall be added

to any other fractional Rights held by a Member to permit the Member to receive an
additional share of Class A Common Stock for each whole Right when so aggregated and
cash in lieu of fractional shares for the balance.

" ARTICLE VIII
EFFECTIVE DATE, DISTRIBUTION DATE; PLAN OF REORGANIZATION

"Section 1. The Effective Date shall be the close of business on August 31, 2007 or such

later date as may be determined by the Board of Directors of AGRIL

“Section 2. It is intended (i} that the Transaction be taken as a singl.e integrated

transaction, (ii) that the Transaction will qualify as a tax free reorganization described in
Section 368 of the Internal Revenue Code of 1986, as amended, and (iii) that this Plan of

‘Conversion will constitute a plan of reorganization for that purpose.

Section 3. Except as otherwise provided in this Plan of Conversion, all exchanges and

 distributioris shall be deemed to occur on the Effective Date, but shall be determined on
the basis of the records of AGRI after giving effect to the distribution of the 2007 Fiscal

Year Patronage Dividend. In furtherance of the foregoing AGRI may determine a daie

* prior to the Effective Date but after the vote of the Members adopting this Plan of

Conversion on which to effect with AGRI Industries the exchange of its assets for the
assumption of its liabilities and the issuance of Class A Common Stock and Rights. The
Effective Date shall also be the effective date of the liquidation or dissolution
contemplated in Article XII of its Articles of Incorporation as amended by this Plan of
Conversion. As soon as practicable after the Effective Date, AGRI Industries shall notify
cach Member as to the number of shares of Class A Common Stock each such Member
receives and shall distribute cash in lieu of fractional shares.

ARTICLE IX
BOARD OF DIRECTORS

Immediately prior to the Effective Date, AGRI, as sole shareholder of AGRI Industries,
shall hold the first shareholders’ meeting contemplated in Section 450.805 of the Iowa
Code. At that meeting AGRI shall cause each of the individuals set forth below to be
elected to the Board of Directors of AGRI Industries for the term ending at the annual
meeting in the year set forth opposite his or her name. The Directors so elected shall fill
the vacancy created by the expiration of the term of each of the initial directors at such
meeting.



DIRECTOR . TERM EXPIRES
Bruce Rohwer . 2009
Susan Tronchetti 2008
- -Dean Markwardt 2008
- Paul Voga 2010
Larry Petersen 12009
‘David Hemesath : - 2010
ARTICLE X

_ AMENDMENT TO THE ARTICLES OF JNCORPORATION OF AGRI
Article X1I of the Articles of Incorporation of AGRI shall be amended upon and by

adoption of the amendment by AGRI’s Members to read as follows:

“On dissolution or liquidation, the assets of the corporation shall
first pay liquidation expenses, next its obligations other than
patronage dividends or certificates issued therefore, and the

remainder shall be distributed in the following prionty:

1. To pay preferred stock;

2. To pay any deferred patronage -dividends or
certificates issued therefore. If the fund is insufficient to

pay them all, it shall be prorated,;

3. To pay all members or common shareholders the
amounts for which their memberships or shares were

originally issued; and

4. Any remaining assets shall be distributed among the
members in proportion to the revolving fund and preferred

stock issued in exchange for revolving fund which is held by

each member at the effective date of liquidation or

dissolutton.”,

ARTICLE XI
TRANSITION PROVISIONS

- Section 1. This Plan of Conversion is subject to approval of the Class A Members and
shall be null and void if not approved by vote of such Members on or before August 31,
2007. In particular the Class A Members shall:

by at least a two-thirds affirmative vote of all votes cast adopt the Amendment to

a.

. AGRI’s Articles of Incorporation set forth in Article X of this Plan of Conversion.

by at least a two-thirds affirmative vote of all votes cast at a meeting at which a
majority of all voting Members vote, adopt this Plan-of Conversion and vote in

favor of the dissolution of AGRI as contemplated herein; and

ratify and affirm the acts of the Board of Directo'r_s and Officers of AGRI which

7

-



each has taken in accordance with and to carry out the Transaction and acts
contemplated by this Plan of Conversion.

Section 2. Notwithstanding adoption of this Plan of Conversion by the Class A Members
at any time prior to the Effective Date: :

" a. Except for the proportion in which Members will receive Class A Common Stock
in the Transaction, and except for the amendment to AGRI’s Articles of
Incorporation set forth in Article X of this Plan of Conversion, the Board of
Directors of AGRI may modify and cause AGRI Industries to modify the terms
and conditions of this Plan of Conversion; and

b. The Board of Directors of AGRI may, in its sole discretion, abandonlthis Plan of
Conversion and the transactions contemplated herein without further action or
approval of the Members.

Section 3. The Rights shall be issued without certificates or other written evidence
except this Plan of Conversion and the records of AGRI Industries and AGRL

Pursuant to authority granted by the Board of Directors of each of AGRI and AGRI
Industries, AGRI and AGRI Industries each hereby execute this Plan of Conversion as of

the date first written above.

American Grain and Related Industries AGRI Industries, Inc.

(aF armer-owned Cooperative)

gy LA Vg 1 B//J%%f/

Paul Voga, President ﬂny Van Der Kamp, President

CFomest/ 525466.1 MSWord 14433001 ~ FINAL (2-21-07)
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APPENDIX B

' ARTICLES OF INCORPORATION
OF AGRI INDUSTRIES, INC.
TO THE SECRETARY OF STATE
OF THE STATE OF IOWA '

- Pursuant to section 201 of the Iowa Business Corporation Act (“IBCA™), the undersigned

incorporator or incorporators execute and deliver these Articles of Incorporation of AGRI
Industries, Inc. for filing with the Secretary of State of the State of lowa. Capitalized
terms shall have the meaning set forth in Article XVI of these Articles of Incorporation.

ARTICLE l

" NAME OF THE CORPORATION; INITIAL REGISTERED OFFICE AND AGENT;

INCORPORATOR

Section 1: The name of the Corporation is AGRI Industries, Inc.

Lo B S
Section 2. The street address of the Corporation’s initial registered office and the name '
of its initial registered agent at such address is as follows: 9 OA
Jerry Van Der Kamp ) % N
700 SE Dalbey Drive = i
- Ankeny, Iowa 50021 — S=iH
_ . - FPom
Section 3. The name and address of each incorporator is as follows: = s
Jerry Van Der Kamp =
700 SE Dalbey Drive 2 A
Ankeny, lowa 50021 '
ARTICLE II

PURPOSES

~ The Corporanon shall have unlimited power to engage in and to do any lawiul act

concerning any or all lawful businesses for which corporatlons may be orgamzed under

o the lowa Business Corporation Act.

ARTICLE IlI
AUTHORIZED SHARES

The Corporation shall have authority to issue three classes of stock in the aggregate
amounts and with par values as follows:

' Number Authorized Class Designation _ Par Value Per Share
100,000 shares _ Class A Common Stock No Par Value
100,000 shares Class B Common Stock No Par Value
2,000,000 shares Preferred Stock $1,000




ARTICLE IV
COMMON STOCK

Section 1. Class A Common Stock and Class B Common Stock are collectively referred
to herein as “Common Stock”. Each share of Common Stock shall bave equal rights with
each other share of Common Stock except as provided in these Articles of Incorporation.
After providing for any rights and preferences of the Preferred Stock, the Common Stock
" shall be entitled to receive the net assets of the corporation upon dissolution.

Section 2. Before September 1, 2012, Class A Common Stock may be transferred only to
(a) Farmer-Owned Cooperatives, (b) the Corporation (¢) employees of the Corporation,
- (d) any pension, profit-sharing, stock bonus or other compensation plan maintained by
. the Corporation or by a member of a controlled group of corporations or trades or
businesses of which the Corporation is a member, or any trust or custodial arrangement
established in connection with any such plan, or (e) any holder as of August 31, 2007 of a
_ share of Class B non-voting common stock of American Grain and Related Industries (a
Farmer-owned Cooperative), a cooperative organization organized under Chapter 499 of
the Code of lowa (2005). After August 31, 2012 Class A Common Stock may be
, transferrcd to any Person. .

Section 3. Class B Common Stock may be transferred to aﬁy Person.

Section 4. No transfer of shares of either Class A Common Stock or Class B Common
~ Stock will be permitted and no such attempted transfer will be recognized on the official
stock register of the Corporation if as a result of such transfer the Corporation would
become subject to the reporting requirements of the Securities Act of 1934, as amended
from time to time (such transfer being referred to herein as a “Reporting Transfer”). Any
attempted transfer in violation of this Section 4 shall be null and void. The Corporation
shall have the right to purchase any shares with respect to which an attempt to transfer
has been made in violation of this Section. The terms of such right to purchase shall be
set forth in the bylaws of the Corporation. Such terms may entitle the Corporation to
purchase such shares at a price computed in accordance with the bylaws which price may
" be less than either the fair market value of the shares or the book value of the shares. |
Such terms may include a right for the Corporation to pay for such shares over a period
of years, not to exceed five, and that such payment may be made without provision for
" intercst or security other than the general credit of the Corporation. If the Corporation
elects to purchase shares in accordance with the bylaws adopted in accordance with this
Section, the Corporation shall have all rights pertaining to such shares as of the date the
Corporation gives the Stockholder notice that the attempted transfer is a Reporting -
Transfer.

Section 5. The Common Stock of the Corporation may be transferred to Persons eligible
to own it only as provided in these Articles of Incorporation and the bylaws. No
attempted assignment or transfer of Common Stock, the rights or privileges attaching to
such stock, or any vote or voice in the management of the affairs of the Corporation shall
pass to any Person, unless and until such transfer is made in accordance with the Articles




~ of Incorporation and the bylaws and such transfer has been recorded on the books of the

Corporation. The Corporation may require that any statement of share ownership
representing shares of Common Stock bear a conspicuous legend concerning such
restrictions on transfer.

Section 6. Unless otherwise agreed, the Corporation shall have a lien on its issued
Common Stock for indebtedness of the holders thereof to the Corporation or any of its

" subsidiaries or Affiliates.

ARTICLEV
PREFERRED STOCK

- Pursuant to Section 602 of the lowa Business Corporation Act and in the manner

provided therein, but subject to the provisions of these Articles, the Board of Directors of
the Corporation is hereby authorized to provide by resolution for the issuance of
preferred stock in one or more series, to establish the number of shares to be included in
each such series and to fix and state the designations, preferences, limitations, and

" relative rights, or qualifications, limitations or restrictions thereof, applicable to the -

shares of each series. As provided in Section 602, the Corporation shall file articles of
amendment with the Secretary of State before issuing shares hereunder which designate

" the terms of the series of preferred shares to be issued, and such articles of amendment

shall be referred to in these Articles as a "Certificate of Designation.” The shares of each
series of preferred stock authorized by the Board of Directors hereunder may vary from
the shares of any other series as to preferences, rights, privileges, qualifications,
limitations or restrictions applicable thereto.

ARTICLE VI
VOTING AND QUORUM

Section 1. Class A Common Stock shall be entitled to vote on all matters coming before
the shareholders for decision. Except as provided in this Article, each share of Class A’
Common Stock shall be entitled to one vote on each matter voted on at a shareholder’s
meeting. - ' :

~ Section 2. Ifa Person shall become the beneficial owner of shares of Class A Commori
* Stock in excess of five percent (5%) of the issued and outstanding shares of Class A

Common Stock (whether by acquisition, reduction in number of shares outstanding or
otherwise), the number of shares beneficially owned by such Person in excess of five

_ percent (5%) shall be deemed to be "Excess Shares," and each such Excess Share shall be
. entitled to cast onc hundredth (1/100) of one vote per share on each matter voted on ata

shareholder’s meeting, for so long as the shares are Excess Shares. If Shares are
beneficially owned by a Person and its Affiliates, the Person together with its Affiliates
may designate the shares entitled to one vote and the shares which are Excess Shares; if
the Person fails to so designate, the largest blocks of shares held by the Person shall first
be counted as the shares entitled to one vote per share and the balance shall be treated as
Excess Shares. : '




Section 3. Class B Common Stock shall have no right to vote on any. matters coming
before the shareholders for decision except as otherwise provided in the Iowa Business
Corporation Act. If a Person shall become the beneficial owner of shares of Class B
Common Stock in excess of five percent (5%) of the issued and outstanding shares of
Class B Common Stock (whether by acquisition, reduction in nuinber of shares
outstanding or otherwise), the number of shares beneficially owned by such Person in
excess of five percent (5%) shall be deemed to be "Excess Shares," and on any matter on
which the Class B Common Stock is entitled to vote as a class or otherwise, the Class B-
Common Stock shall be entitled to cast one hundredth (1/100) of one vote per share for
each Excess Share, for so long as the shares are Excess Shares. If Shares are beneficially

" . owned by a Person and its Affiliates, the Person together with its Affiliates may designate

the shares entitled to one vote and the shares which are Excess Shares. If the Person and

. its Affiliates fail to so designate, the largest blocks of shar€s held by the Person and its
Affiliates shall first be counted as the shares entltled to one vote per share and the balance
shall be treated as Excess Shares.

Section 4. Preferred Stock of any series shall have only those voting rights as may be
required by law or specified for such shares in the Certificate of Designation adopted by
the Board of Directors pursuant to Article V. _

Section 5. Shares possessing thirty percent of the Class A Votes shall constitute a
quorum at a shareholders meeting. The quorum for Preferred Stock of any series shall be
as provided in the Certificate of Desi gnation adopted by the Board of Directors pursuant

“to Article V.

Section 6. Shareholders may only cause a special meeting of the Shareholders to be held

if Shareholders having not less than twenty-five percent (25%) of all the votes entitled to
_ be cast on any issue proposed to be considered at the special meeting deliver a written -

demand and otherwise comply with the requirements of Section 702(1) of the IBCA.

Section 7. Shareholders shall not be permitted to ta_ke action without a meeting as
ontemplated by Sectlon 704 of the IBCA '

. ARTICLE V]l
REGULATION AND INTERPRETATION OF THE RIGHTS OF
BENEFICIAL OWNERS

Section 1. The Board of Directors may, to the extent permitted by law, from time to time

_ establish, modify, amend or rescind, by Bylaw or otherwise, regulations and procedures
not inconsistent with the express provisions of Articles IV, V, VI, and VI for the orderly
application, administration and implementation of those provisions. Such procedures and
regulations shall be kept on file with the Secretary of the Corporation and, upon request,
shall be mailed to any holder of Common Stock of the Corporation.

Section 2. When it appears that a particular Person holds Excess Shares or holds shares




. . . . ' -

in violation of these Articles of Incorporation, the bylaws; or other rules and procedures

- established by the Board of Directors as contemplated by these Articles of Incorporation

(the “Governing Provisions”) and that the Governing Provisions require application,

- interpretation, or construction, then the Directors of the Corporation shall have the power

and duty to interpret all of the terms and provisions of the Governing Provisions, and to
determine, on the basis of information known to them after reasonable inquiry, the facts
necessary to ascertain compliance with the Governing Provisions, including, without

limitation, (i) the number of shares of Common Stock beneficially owned by any Person,

(ii). whether a Person is an Affiliate of, or is acting in concert with, any other Person, (1i1)
whether a Person has an agreement, arrangement or understanding with any other Person
as to the acquisition, holding, voting or disposition of any shares of the Common Stock,
(iv) the application of any other definition or operative provision of the Governing
Provisions to the given facts, or (v) any other matter relating to the apphcabzl:ty or effect
of the Governing Provisions. '

~ Section 3. The Board of Directors shall have the right to demand that any Person who is
“reasonably believed to be the beneficial owner of Excess Shares or any other shares in

violation of the Governing Provisions (or who holds of record Common Stock owned by
any Person reasonably believed to be the beneficial owner of Excess Shares or any other
shares in violation of the Goveming Provisions) supply the Corporation with complete
information as to (i} the record owner(s) of all shares of Common Stock beneficially
owned by such Person, and (ii) any other factual matter relating to the applicability or
effect of the Governing Documents as may reasonably be requested of such Person.

‘Section 4. Any applications, interpretations, constructions or any other determinations

made by the Board of Directors pursuant to this Article VI, in good faith and on the basis
of such information and assistance as was then reasonably available for such purpose,
shall be conclusive and binding upon the Corporation and its shareholders and neither the
Corporation nor any of its shareholders shall have the right to challenge any such
construction, application or determination. If any Person fails to provide complete
information reasonably requested by the Board of Directors, the Board of Directors may
deem the shares held by such Person to be Excess Shares.

Section 5. In the event any provision (or portion thereof) of the Governing Provisions
including this Article VII shall be found to be invalid, prohibited or unenforceable for
any reason, the remaining provisions (or portions thereof) shall remain in full force and

~ effect, and shall be construed as if such invalid, prohibited or unenforceable provision

had been stricken herefrom or otherwise rendered inapplicable, it being the intent of this
Corporation and its shareholders that each such remaining provision (or portion thereof)
of the Governing Provisions remain, to the fullest extent permitted by law, applicable and
enforceable as to all sharcholders notwithstanding any such finding.

Section 6. The restrictions set forth in Articles 1V, V, Vi and VII shall be noted
conspicuously on all certificates or other records evidencing ownership of Common
Stock.




ARTICLE VIII
BOARD OF DIRECTORS

The term of the initial Directors of the Corporation shal end at the first meeting of
shareholders to be held in August, 2007 and when their successors have been elected and
_qualify. The initial Dircctors of the Corporation shall be the following:

Bruce Rohwer Paul Voga
" Susan Tronchetti Larry Petersen
Dean Markwardt : David Hemesath

The Board of Directors shall consist of not less than three (3) nor more than fifteen (15)
- directors. The precise number of Directors shall be specified in the bylaws. The
‘qualifications of Directors shall be as specified in the bylaws. Directors shall serve. -
staggered terms as provided in the bylaws and shall be divided into three groups for this
"purpose. Members of the Board of Directors shall be nominated and elected for such
terms and in such manner as may be prescribed in the bylaws. Directors shall be elected
by a plurality of the Class A Votes cast in the clection. Shareholders do not have the
right to cumulate their votes for directors. A director may be removed, with or without
cause, at a meeting called cxpressly for that purpose by a vote of a majority of the Class
A Votes then entitled to vote at an election of Directors for a Director to fill the vacancy
which would be created by the removal of such Director. :

ARTICLE IX
CERTAIN BUSINESS COMBINATIONS

Section 1. Except as otherwise provided in this Article IX, if a Business Combination
has been approved by the Board of Directors, such Business Combination shall require
only such affirmative vote as is required by law or any provision of these Articles other
than Section 2 of this Article. ' '

-Section 2. If a Business Combination has not been approved by the Board of Directors,
then, in addition to any affirmative vote required by law, by these Articles, or by the
provisions of any series of preferred stock that may at the time be outstanding, such

" Business Combination shall require the affirmative vote of not less than two-thirds (2/3)
of the total number of the Class A Votes.

Section 3. When it appears that the provisions of this Article IX need to be applied or

interpreted, then the Directors of the Corporation shall have the power and duty to

interpret all of the terms and provisions of this Article IX, and to determine, on the basis

of information known to them after reasonable inquiry, all facts necessary to ascertain A

compliance with this Article [X, including, without limitation, (a) the number of shares of

Common Stock beneficially owned by any Person, (b) whether a Person is an Affiliate of

another (¢) the Fair Market Value of (i) the assets that are the subject of any Business

Combination, (ii) the securities to be issued or transferred by the Corporation in any ,
" Business Combination, (iii) the consideration other than cash to be received by holders of

< . ' . L.



shares of any class or series of Common Stock in any Business Combination, (1v) the

outstanding capital stock, or (v) any other item the Fair Market Value of which requires

determination pursuant to this Article IX, and (d) whether the conditions set forth in this
Article IX have been met with respect o any Business Combination. Any constructions,
applications, or determinations made by the Directors pursuant to this Article IX; in good
faith and on the basis of such information and assistance as was then reasonably available
for such purpose, shall be conclusive and binding upon the Corporation and its
shareholders, and neither the Corporation nor any of shareholders shall have the rlght to
challenge any such construction, application or determination. '

Section 4, Nomril;hstanding any other provisions of these Articles or the bylaws (and
notwithstanding the fact that a lesser percentage may be specified by law, these Articles
or the bylaws of the Corporation), in addition to any affirmative vote required by
applicable law and any voting rights granted to or held by holders of preferred stock, any
amendment, alteration, repeal or rescission of any provision of this Article IX must also

‘be approved by the affirmative vote of not less than two-thirds (2/3) of the total number

of Class A Votes cast in a vote in which not less than a majority of all of the Class A
Votes are casl. '

ARTICLE X
AMENDMENTS

- The Corporatlon reserves the right from time to time to amend alter, repeal or to add any
_provision to its Articles of Incorporation in the manner now or hereafter prescribed by

law. In addition to any vote prescribed by law, the affirmative vote of a majority of the
Class A Votes outstanding shall be required to amend, alter, repeal or to add any
provision to the Articles of Incorporation.

ARTICLE XI
BYLAWS

Section 1. The bylaws of the Corporation shall be adopted by its Board of Directors.

Section 2. Either the Board of Dlrectors or shareholders (except as otherwise provided -
herein) by a majority of the Class A Votes outstanding may amend or repeal the
corporation’s bylaws. The Board of Directors may amend or repeal any bylaw whether
the bylaw amended or repealed was adopted by the Board of Directors or the
shareholders unless the shareholders in amending or repealing a bylaw expressly provide
that the board of directors shall not amend, repeal, or reinstate the bylaw.

Section 3. The bylaws may contain provisions restricting the transfer of shares.




ARTICLEXIl
PREEMPTIVE RIGHTS

Except as may otherwise be provided by the Board of Directors, no holders of any shares
of any class of stock of the Corporation shall have any preemptive right to purchase,
subscribe for, or otherwise acquire any unissued or treasury shares of any class of stock
of the Corporation now or hereafter authorized, or any securities exchangeable for or

. convertible into such shares, or any warrants or other instruments evidencing rights or
_options to subscribe for, purchase or otherwise acquire such shares.

ARTICLE XIIf
LIMITATION OF LIABILITY OF DIRECTORS; INDEMNIFICATION

Section 1. A director of the Corporation shall not be personally liable to the Corporation
or its shareholders for monetary damages for any action taken or failure to take any
-action as a director, except liability for any of the following: (1) the amount of a
financial benefit received by a director to which the director is not entitled, (2) an
intentional infliction of harm on the Corporation or the shareholders, (3) a violation of
section 833 of the IBCA, or (4) an intentional violation of criminal law. If the IBCA is
hereafter amended to permit further limitation on or elimination of the personal liability
of the Corporation's Directors, then a director of the Corporation shall be exempt from
such liability to the full extent permitted by the IBCA as so amended from time to time.
Any repeal or modification of the foregoing provisions of this Article XIII, or the
adoption of any provision inconsistent herewith shall not adversely affect any right or

. protection of a Director of the Corporation hereunder in respect of any act or omission of
such Director occurring prior to such repeal, modification, or adoption of an inconsistent
provision. This Article X1II shall not limit the liability of any Director for any act or
omission occwrring prior to the date these Articles become effective.

- Section 2. The Corporation shall indemnify each director or officer (as defined in section
850 subsection 2 of the IBCA) for liability (as defined in section 850 subsection 5 of the
IBCA) to any person for any action taken, or any failure to take any action, as a director,
-except liability for any of the following: (1) receipt of a financial benefit to which the
person is not entitled, (2) an intentional infliction of harm on the Corporatlon or the
shareholders, (3) a violation of sectlon 833 of the IBCA, or (4) an intentional violation of
criminal law. :

ARTICLEXIV
DISSOLUTION

- Any resolution to dissolve the corporation shall require for its adoption the affirmative
vote of not less than a majority of the total number of Class A Votes outstanding. The

~ affirmative vote of not less than a majority of the total number of Class A Votes

outstanding shall also be required for the adoption of any amendment altermg this

© provision.
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-ARTICLE XV
EFFECTIVE DATE

‘These Articles of Incorporation shall become effective on the date of filing with the

Secretary of State of the State of lowa.

ARTICLE XVI
DEFIN ITIONS

For purposes of these Articles of Incorporatlon, the followmg terms shall have the
followmg meanings:

(a) - "Affiliate" with respect to any Person means any other Person who

| _ directly or indirectly controls, is controlled by, or is under common contro} with such

Person including in the case of any Person who is an individual, his or her spouse, any of
his or her descendants (lineal or adopted) or ancestors, and any of their spouses.

(b) A Person shall be deemed the "beneficial owner” or to have "beneficial
ownership," of any shares of Common Stock that: :

1) such Person or any of its Affiliates beneficially owns, directly or
: indirectly; or '

(i1)  such Person or any or its Affiliates, directly or indirectly, has the
right to acquire (whether such right is exercisable immediately or
only after the passage of time) pursuant to any agreement,
arrangement or understanding (but a Person shall not be deemed to

. be the beneficial owner of any Common Stock solely by reason of
an agreemient, arrangement or understanding with the Corporation
to effect a Business Combination) or upon the exercise of
conversion rights, exchange rights, warrants or options, or

‘otherwise; or

(iii)  is beneficjally owned, directly or indirectly, by any other Person
with which such first mentioned Person or any of its Affiliates has
any agreement, arrangement or understanding for the purpose of
acquiring, holding; or disposing of any shares of Common Stock;
provided, however, that no director or officer of the Corporation
(nor any Affiliate of any such director or officer) (y) shall solely by
reason of any or all of such directors or officers acting in their
capacities as such, be deemed, for any purposes hereof, to
beneficially own any Common Stock of the Corporation
beneficially owned by any other such director or officer (or any
Affiliate thercof) or (z) shall be deemed to beneficially own any




Common Stock of the Corporation owned by any pension, profit-
sharing, stock bonus or other compensation plan, maintained by the
Corporation, or by a member of a controlled group of corporations
or trades or businesses of which the Corporation is a member
and/or any subsidiary or any trust or custodial arrangement

" established in connection with any such plan, not specifically

allocated to such Person's personal account.

(©) The term "Business Combination" shall mean any transaction that is

@

Gi)

- (i)

(iv)

)

teferred to in any one or more of the following paragraphs (i) through (v):

any merger, consolidation or share exchange of the Corporation; or

any sale, lease, exchange, transfer or other disposition (in one
transaction or a series of transactions) that will leave the

Corporation without a significant continuing business activity
within the meaning of Section 490. 12()2 of the lowa Code; or

the issuance or transfer by the Corporation (in one transaction or a
series of transactions) of any securities of the Corporation other .
than (A) on a pro rata basis to all holders of Common Stock, (B) in
connection with the exercise or conversion of securities issued pro
rata that are exercisable for, or convertible into, securities of the
Corporation or (C) the issuance or transfer of such securities
having an aggregate Fair Market Value equal to less than twenty-
five percent (25%) of the aggregate Fair Ma:rket Value of all of the
outstanding Capital Stock; or :

the adoption of any plan or proposal for the hqmdatton or
dissolution of the Corporanon or

any recla351ﬁcat10n of securities (mcludlng any reverse stock spht), _
~ or recapitalization of the Corporation, or any merger or

consolidation of the Corporation with any of its subsidiaries or any

* _ other transaction which has the effect, directly or indirectly, of

increasing the proportionate share of the outstanding shares of any
class or series of equity or convertible securities of the Corporation
or any subsidiary that is directly or indirectly beneficially owned

~ by any Person, except when the increase in beneficial ownership of

any Person created by the reclassification does not exceed five
percent (5%).

(d) “Class A Votes”, “Class B Votes” and “Common Votes” shall mean the
votes associated with the shares of Class A Common Stock, Class B Common Stock or
both, respectively, at any given time computed in accordance with Articles VI and VII
{(and after taking into account whether any such shares are Excess Shares)

10



(e) ~ The term “controlled group of corporations” shall mean a controlled group
of corporations as defined in Section 1563(a) of the Internal Revenue Code of 1986, as
amended.

(f) A “Farmer-Owned Cooperative” is any cooperative association (1) which
is fazmer—owned or farmer-controlled and which is engaged in marketing or handling
grain or agricultural products or supplies or provides services for its members, and (ii)
which qualifies under the Acts of Congress, commonly known as the Agncultural
Marketing Act (12 USCA 1141()(a)).

()  “Fair Market Value" shall mean (i) the fair market vatue on the date in
question of a share of such stock as determined in good faith by a majority of the
Directors then in office, in each case with respect to any class of stock, appropriately
adjusted for any dividend or distribution in shares of such stock or any stock split or

 reclassification of outstanding shares of such stock into a greater number of shares of -

such stock or any combination or reclassification of outstanding shares of such'stock into
a smaller number of shares of such stock; and (ii) in the case of property other than cash
or stock, the fair market value of such property on the date in question as determined in
good faith by a majority of the Directors then in office.

(h)  “Person” shall mean any corporation, limited liability company,
partnership, trust, unincorporated organization or association, syndicate, any other entity
or a natural person, together with any Afﬁhate of such person or any other person acting
in concert with such person.

Incorporator:

* Jerry Van Der Kamp

CForest/ 525463.1 MSWord14433001 - FINAL (02-2107)
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APPEUDIX C

BYLAWS OF AGRI INDUSTRIES, INC.
Adopted February 21, 2007

ARTICLE I
OFFICES

The principal office of the Corporation in the State of Iowa shall be locatcd in the City of
Ankeny, Polk County. The Corporation may have such other offices, within or without the State
of lowa, as the business of the Corporation may require from tlme to time.

The registered office of the Corporation required by the Iowa Business Corporat1on Actto be

continuously maintained in Iowa shall be as recorded in the records of the Secretary of State of
the State of Towa and shall be subject to change from time to time by resolution of the Board of
Directors and filing of a statement of said change as required by the Iowa Business Corporation

-Act.

ARTICLE 11
SHAREHOLDERS

SECTION 1. ANNUAL MEETING.

1.1 The annual meeting of Stockholders shall be held on such date as the Board of
Directors shall by resolution specify in the month of January. An election of directors shall take
place at each annual meeting. If the election of directors shall not be held on the day designated
for any annual meeting, or at any adjournment thereof, the Board of Directors shall cause the -
election to be held at a meeting of the Stockholders as soon thereafter as it may conveniently be
held. Other business as shall have been properly brought before the meeting as provided in these

‘Bylaws may also be conducted at the annual meeting.

1.2 To be properly brought before an annual meeting of the Stockholders, business
must be (a) specified in the notice of the meeting (or any supplement thereto) given by or at the
direction of the Board of Directors, (b) otherwise properly brought before the meeting by or at
the direction of the Board of Directors, or (c) otherwise properly brought before the meeting by a
Stockholder of the Corporation who is a Stockholder of record who is entitled to vote at the
annual meeting, and who complies with the notice procedures set forth in these Bylaws. For
business to be properly brought before an annual meeting by a Stockholder, the Stockholder

- must have given a timely notice thereof in writing to the Secretary of the Corporation. To be
* timely, a Stockholder’s notice must be delivered to or mailed and received at the principal

executive offices of the Corporation not later than 180 days after the date of the last annual

~ meeting, provided however, that if no annual meeting of Stockholders was held in the previous

year then to be timely such neotice by the Stockholder must be so received not later than the close
of business on the first day of August preceding the annual mecting. Such Stockholder’s notice
addressed to the Secretary of the Corporation shall set forth: (a) a brief description of the
business desired to be brought before the annual meeting including the wording of any resolution
that the Stockholder proposes to be adopted at the meeting, (b) the reasons for conducting such
busmcss at the a.nnual meeting, and any material mterest in such business of such Stockholder

S




and the beneficial owner (as such term is defined in the Corporation’s Articles of Incorporation),

if any, on whose behalf the proposal is made, (c) the name and address (as they appear on the
Corporation's books) of the Stockholder giving the notice and of the beneficial owner, if any, on
whose behalf the proposal is made; and (d) the class and number of shares of the Corporation
that are beneficially owned (as such term is defined in the Corporation’s Axticles of .

" Incorporation) and of record by such Stockholder and such beneficial owner. Notwithstanding

. anything in the Bylaws to the contrary, no business shall be conducted at the annual meeting
except in accordance with the procedures set forth in this subparagraph 1.2. The Presiding

- Officer at the annual meeting of the Stockholders shall, if the facts warrant, have the power and

duty to determine whether the business proposed to be brought before the meeting, was not made

in accordance with the provisions of this subparagraph 1.2, and if he should so determine, he
shall have the power and duty to declare at the meeting that such business not properly brought
before the meetmg shall be disregarded and not transacted. :

SECTION 2. SPECIAL MEETINGS. Special meetings of the Stockhoiders may be called by
the President, by the Chairman of the Board, by the Board of Directors or by any four (4) or

o more directors. The holders of shares havmg not less than twenty-ﬁve percent (25%) of all the

votes entitled to be cast on any issue may demand-a special meeting of the Stockholders to be
held upon compliance with the requirements of Section 702 of the lowa Businéss Corporation
Act. '

- SECTION 3. PLACE OF MEETING. The Board of Directors may designate any place within
the State of Iowa, as the place of meeting for any annual meeting or for any special meeting
called by the Board of Directors. If no designation is made, or if a special meeting is otherwise
called, the place of meeting shall be the principal office of the Corporation in the State of lowa. .

SECTION 4. NOTICE OF MEETINGS. Written or printed notice stating the place, day and
‘hour of the meeting shall be delivered not less than ten (10) nor more than sixty (60) days before
the date of the meeting, either personally or by mail, by or at the direction of the Board of
Directors or the officer or persons calling the meeting, to each Stockholder of record entitled to
vote at such meeting. In the case of an annual meeting tlie notice shall include the information
required to be included in the notice by Section 1.2 of this Article of these Bylaws. In the case of
a special meeting, the notice shall include a description of the purpose or purposes for which the
_meeting is called. To the extent practicable the notice shall include the verbatim language of
each resolution which will be voted upon at the meeting; provided that failure to include such

_ verbatim language or amendments made to such language at the meeting shall not be grounds to
‘object to action taken at the meeting. If mailed, such notice shall be deemed to be delivered
when deposited in the United States mail, addressed to the Stockholder at its address as it
appears on the stock transfer books of the Corporation, with postage therecon prepaid.

SECTION 5. CLOSING OF TRANSFER BOOKS AND FIXING RECORD DATE.

5.1  Forthe purpose of determining Stockholders entitled to notice of or to vote at any
meeting of Stockholders or any adjournment thereof or in order to make a determination of
Stockholders for any other proper purpose, the Board of Directors may provide that the stock
transfer books shall be closed for a stated period but not to exceed, in any case, sixty (60) days. If
the stock transfer books shall be closed for the purpose of determining Stockholders entitled to
notice of or to vote at any meeting of Stockholders, such books shall be closed for at least ten
(10) days immediately preceding such meeting. In hieu of closing the stock transfer books, the




Board of Directors may fix in advancc a date as the record date for any such determination of
Stockholders; such date in any case to be not more than seventy (70) days and not less than ten
(10) days prior to the date on which the particular action, requiring such determination of
Stockholders, is to be taken. If the stock transfer books are not closed and no record date is fixed
for the determination of Stockholders, the date on which notice of the meeting is first mailed

" shall be the record date for such determination of Stockholders.

5.2  When a determination of Stockholders entitled to vote at any meeting of
Stockholders has been made as provided in this section, such determination shall apply to any

: adjournmcnt thereof, unless the Board of Directors fixes a new record date, which it must do if

the meeting is adjoumed to a date more than 120 days after the date ﬁxed for the original
meeting.

SECTION 6. STOCK LEDGER AND VOTING LIST. The officer or agent having charge of
the stock transfer books for shares of the Corporation shall make an alphabetical list of the
Stockholders entitled to vote at such meeting or any adjournment thereof, by voting group (and

* within such voting group by class or sertes of shares). The Stockholders List shall include the
‘address of each Stockholder and the number of shares and the number of Excess Shares (as

defined in the Articles of Incorporation) held by each. Such list shall be kept on file at the
principal office of the Corporation, and shall be subject to inspection by any Stockholder at any
time during usual business hours beginning two (2) days after notice of the meeting is given.
Such record shall also be produced and kept open at the time and place of the meeting and shall
be subject to the inspection of any Stockholder during the whole time of the meeting. The
original stock transfer books shall be prima facie evidence as to who are the Stockholders
entitled to examine such list or transfer books or to vote at any meeting of Stockholders. Failure
to comply with the requirements of this section shall not affect the validity of any action taken at
such meeting. The original or duplicate stock ledger shall be the only evidence as to who are the
Stockholders entitled to examine the list required under this Article 1, or the books of the '
Corporation, or to vote in person or by proxy at any meeting of Stockholders.

SECTION 7. QUORUM OF SHAREHOLDERS. Unless otherwise required by the lowa
Business Corporation Act, shares entitled to 30% of the total number of votes which may be cast
at a-meeting, represented in person or by proxy, shall constitute a quorum at a mecting of
Stockholders. If a quorum is present, the affirmative vote of the majority votes represented at the
meeting and entitled to vote on the subject matter shall be the act of the Stockholders, unless the

- vote of a greater number or voting by classes is required by the lowa Business Corporation Act,
. the Articles of Incorporation or the Bylaws. If there shall not be a quorum at any meeting of the

Stockholders, the holders of a majority of the votes entitled to be cast present at such meeting, in
person or by proxy, may adjourn such meeting from time to time, without further notice to the
Stockholders other than an announcement at such meeting, until holders of the amount of shares

- required to constitute a quorum shall be present in person or by proxy.

SECTION 8. PROXIES. At all meetings of the Stockholders, a Stockholder may vote either in
person or by proxy executed in writing by the Stockholder or by his duly authorized attorney-in-
fact. No proxy shall be valid after eleven (11) months from the date of its execution, unless
otherwise provided in the proxy.

SECTION 9. VOTING OF SHARES. Subject to the provisions of Section 10 of this Article and
to any terms to the contrary in the Articles of Incorporation or any Certificate of Designation,




each outstanding share of common stock shall be entitled to the number of votes described in the
Articles of Incorporation upon each matter submitted to vote at a meeting of the Stockholders. A
Stockholder may vote the Stockholder’s shares in person or by proxy granted in accordance with
Section 722 of the Iowa Business Corporation Act. No share shall be considered outstanding
unless and until fully paid and officially issued by the Corporation. Whenever any corporate
action, other than the election of Directors, is to be taken by vote of the Stockholders, it shall,

except as otherwise required by law or by the Articles of Incorporation or Bylaws, be authorized -

by a majority of the votes cast with respect to such action at a meeting of the Stockholders by the
* holders of shares entitled to vote thereon. Except as otherwise required by law or by the Articles

of Incorporation, Directors of the Corporation shall be elected at a meeting of the Stockholders at
. which a quorum is present in the manner provided in Article IIl, Section 4 of these Bylaws.

' SECTION 10. VOTING OF SHARES BY CERTAIN HOLDERS:

_ '10.1  Shares of this Corporation owned directly or 1nd1rect1y by another corporation

shall not be voted at any meeting except as permitted by law if a majority of the shares entitled to
- vote for election of directors of such other corporation is held directly or indirectly by this
Corporation. This Section shall not limit the power of the Corporation to vote any shares,
including its own shares, held by it in a fiduciary capacity. '

10.2  If the name signed on a vote, consent, waiver, Ot proxy appointmcnt corresponds
to the name of a Stockholder, the Corporation, if acting in good faith, is entitled to accept the
vote, consent, waiver, or proxy appointment and give it effect as the act of the Stockholder.

10.3  If the name signed on a vote, consent, waiver, or proxy appointment does not
correspond to the name of a Stockholder, the Corporation, if acting in good faith, is nevertheless
entitled to accept the vote, consent, waiver, or proxy appointment and give it effect as the act of
the Stockholder if: o :

a. The Stockholder is an entity and the name signed purports to be that
of an officer, director, or general manager, or full time executive employee (or the equivalent in
the case of entities having, for éxample, a gencral partner or managers) of the entity.

: b. The name signed purports to be that of an administrator, executor,

‘guardlan of the property, or conservator representing the Stockholder, and, if the Corporation
requests, evidence of fiduciary status acceptable to the Corporation has been presented with

_ respect to the vote, consent, waiver, Or proxy appomtment . :

: c. The name signed purports to be that of a receiver or trustee in

, bankruptcy of the Stockholder, and, if the Corporation requests, evidence of this status
acceptable to the Corporation has been presented with respect to the vote, consent, waiver, or
proxy appointment.

~ d. The name signed purports to be that of a pledgee, beneficial owner,
or attorney-in-fact of the Stockholder, and, if the Corporatlon requests, evidence acceptable to
the Corporation of the signatory's authority to sign for the Stockholder has been presented with
respect to the vote, consent, waiver, or proxy appointment.

€. Two or more persons are the Stockholder as co-tenants or fiduciaries
and the name signed purports to be the name of at least one of the co-owners and the person
signing appears to bc actmg on behalf of all the co-owners.
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104  The Corporation is entitled to reject a vote, consent, waiver, or proxy appointment if the

. Secretary or other officer or agent authorized to tabulate votes, acting in good faith, has

reasonable basis for doubt about the validity of the signature on it or about the signatory's

authority to sign for the Stockholder.

" 10.5 The Corporation and its officer or agent who accept or reject a vote, consent, waiver, or

proxy appointment in good faith and in accordance with the standards of Section 722 or Section

: 7_24' of the Iowa Business Corporation Act are not liable in damages to the Stockholder for the
~ consequences of the acceptance or rejection.

10.6 Corporate action ba_sed on the accepténce or rejection of a vote, consent, waiver, or proxy
appointment under Section 724 of the lowa Business Corporation Act is valid unless a court of
competent jurisdiction determines otherwise.

. SECTION 11, PROCEDURE AT MEETINGS.

11.1 Meetings of the Stockholders shall be pfesided over by the Chairman of the

‘Board, if any; or, in his or her absence by the Vice Chairman of the Board, if any; or, in his or
- her absénce, by the President, if any; or, in his or her absence by the most senior Vice President

in attendance, if any; or, in the absence of the foregoing, by a chairman chosen at or prior to the

. meeting by the Board of Directors, or if none is so chosen then by a chairman chosen at the
"meeting by the vote of a majority of the votes of the Stockholders present at the mecting. The
- .Secretary; or, in his or her absence, an Assistant Secretary; or, in the absence of the Secretary’
. and all Assistant Secretarics, a person whom the chairman of the meeting shall appoint, shall act
as a secretary of the meeting and keep a record of the proceedings thereof.

11.2  The Board of Directors of the Corporation shall be entitled to make such rules or

-+ regulations for the conduct of meetings of the Stockholders, as it shall deem necessary,

appropriate or convenient. Subject to such rules and regulations of the Board of Directors, if any,
the Chairman of the meeting shall have the right and authority to prescribe such rules,
regulations and procedures and to do all such acts as, in the judgment of such Chairman, are
necessary, appropriate or convenient for the proper conduct of the meeting, including, without
limitation, establishing an agenda or order of business for the meeting, rules and procedure for

maintaining order at the meeting and the safety of those present, limitations on participation at

such meeting to the Stockholders of record of the Corporation and their duly authorized and

_constituted proxies, and such other persons as the Chairman of the meeting shall pemit,

restrictions on énfry to the meeting afier the time fixed for the commencement thereof,
limitations on the time allotted to questions or comments by participants and regulation of the
opening and closing of the polls for balloting and matters which are to be voted on by ballot
consistent with Section 708(4) of the lowa Business Corporation Act. Unless, and to the extent
determined by the Board of Directors or the Chairman of the meeting, meetings of the
Stockholders shall not be required to be held in accordance with rules of parliamentary
procedure.

113 Votin.g'on any question or in any election may be by voice vote unless the
presiding officer shall order or any Stockholder shall demand that voting be by ballot.

11.4  The Board of Directors may appoint one or more Inspectors of Election to serve at
every meeting of the Stockholders at which Directors are to be elected.

11.5 Unless a Stockholder appeals a ruling of the chairman at a meeting and objects to




the propriety of a vote or action taken at a meeting and confirms such objection in writing
‘addressed to the Secretary and delivered to the Corporations principal place of business within 5
_business days after the meeting, each vote or other action taken at a meeting shall be final upon
adjournment of the meeting at which the vote or action is taken. '

" SECTION 12. ADJOURNMENT. When any meeting of the Stockholders is adjourned to
another time or place, notice need not be given of the adjourned meeting if the time and place to

- which the meeting is adjourned are announced at the meeting at which the adjournment is taken.

At the adjourned meeting any business may be transacted which might have been transacted at
the original meeting. If the adjournment is for more than thirty (30) days, or if, after such
adjournment the Board of Directors shall fix a new record date for the adjourned meeting, a
notice of the adjourned meeting shall be given to each Stockholder of record entitled to vote at
such meeting. ‘

ARTICLE il
DIRECTORS

SECTION 1. GENERAL POWERS. All corporate powers shall be exercised by or under the
authority of, and the business and affairs of the Corporation shall be managed under the direction
of, the Board of Directors. - h

SECTION 2. NUMBER OF DIRECTORS. The business and affairs of the Corporation shall be

managed, conducted and controlled by a board of six (6) elected directors:

_ a. The Board of Directors shall be comprised as follows: (i) four (4) of the directors

shall be persons engaged in producing agricultural products (hereinafier "producers") who are
members of Class A Common Stockholders that are Farmer-owned Cooperatives, and (ii) two.
(2) of the directors shall be general managers of Class A Commeon Stockholders that are Farmer-
owned Cooperatives (hereinafter referred to as "managers").

b. To be eligible to be a producer-director, a nominee must be an active agricultural
producer, an active member of a local Class A Common Stockholder that is a Farmer-owned
Cooperative, and not over the age of sixty-five (65) on the date of election.

_ C. To be eligible to be a manager-director, a nominee must be a general manager of a
Class A Common Stockholder that is a Farmer-owned Cooperative and be not over the age of
sixty-five (65) on the date of election. ' : '

d. - A Farmer-owned Cooperative is a cooperative association (i) which is farmer-
owned or farmer-controlled and which is engaged in marketing or handling grain or agricultural
products or supplies or provides services for its members, and (ii) which qualifies under the Acts

" of Congress, commonly known as the Agricultural Marketing Act (12 USCA 1141()(a)).

€. No employee of the Corporation may serve as a director while still an employee
of the Corporation. ’ ' ' .

SECTION 3. NOMINATING COMMITTEES. Except for the first annual meeting to be held in
2007, not later than October 15 of each year, the Chairman of the Board of Directors shall
.appoint a four (4) member nominating committee (not more than 2 of which may be current
directors) to submit the names of nominees for directors to be elected at the next annual meeting.
Any Class A Common Stockholder may propose candidates for cach particular vacancy to the




nominating committce. The nominating committee shall select at least two (2) qualified
nominees for each particular vacancy (and not nominate a slate from which all vacancies will be .
filled). The nominating committee shall certify the nominees to the Chairman and Secretary. of
the Corporation not later than December 1 of each year. The notice of the annual meeting shall
set forth the names and addresses of the nominees selected for each vacancy by the nominating -

- committee. Nominations for directors may not be made from the floor at any meeting of the

Stockholders. The nominating committee will take into account, among other things, the
geographic distribution, and business activity of the various Class A Common Stockholders to

. nominate individuals that will result in representation of a cross-section of the Class A Common
~ Stockholders on the Board of Directors. The Board of Directors may, by resolution, vary the
- dates set forth in this Section as they deem necessary or appropriate to reflect changes in the date

of the next annual meeting.
SECTION 4. ELECTION OF DIRECTORS

4.1  The Class A Common Stockholders shall elect a director to fill cach vacancy from
the nominees for each particular vacancy. The authorized representatives of the Class A -
Common Stockholder shall be eligible to-vote. Each Stockholder may vote all of its Class A
Votes for one of the nominees for each particular vacancy or may split its Class A Votes between
the nominees for a particular vacancy. A Class A Common Stockholder may not accumulate its

Class A Votes for one vacancy and cast them for a nominee for a different vacancy. The
-nominee for each vacant seat receiving a plurality of all votes cast with respect to that seat shall
be elected.

4.2  Voting shall be by written ballot, signed by each Class A Common Stockholder
and setting forth the number of Class A Votes cast for each nominee. If a Class A Common
Stockholder fails to specify the number of votes it casts for a particular nominee, the ballot shall
not be disqualified, but all of the votes of the Class A Common Stockholder shall be considered
cast for the nominee indicated on the ballot.

43  Certification of election results shall be made by the Chairman 1mmcd1ately
following the election.

SECTION 5. TERMS OF DIRECTORS

5.1 Each director elected by the Stockholders shall be elected to serve for a period of
three (3) years and until his successor is elected and qualified or until his death, resignation or.
removal. The terms of the directors shall be staggered, and the directors shall be divided into .
three groups for this purpose.

52  Atthe first annual meeting held in 2007, successors to the initial board of
directors shall be elected for the term set forth as follows:




Initial Director ) Term Expires
Bruce Rohwer : 2009
Susan Tronchetti . 2008

. Dean Markwardt . 2008
Paul Voga - 2010
Larry Petersen 2009

- David Hemesath 2010

5.3 Atthe annual meeting at Whlch the term of a dlrector expires, such dlrcctor s

successor shall be elected by the holders of shares of Common Stock entitled to vote thereon, to :

serve until the third succeeding annual meeting of Stockholders and until a successor has been
elected and qualified. No decrease in the number of directors shall have the effect of shortening
the terms of office of any incumbent director.

SECTION 6. REGULAR MEETINGS. Unless specified to the contrary by a resolution of the
Board at least thirty (30) days before the annual meeting of Stockholders, specifying a different
time and place and providing notice thereof to be given to each director, a regular meeting of the
Board of Directors shall be held without other notice than this Bylaw immediately after, and at
the same place as, the annual meeting of Stockholders. The Board of Directors may provide by
resolution the time and place, either within or without the State of Iowa for the holding of

.. additional regular meetings without other notice than such resolution.

SECTION 7. SPECIAL MEETINGS. Special meetmgs of the Board of Directors may be called
by or at the request of the Chairman, the President or any two directors. The person or persons

* authorized to call special meetings of the Board of Directors may fix any place, either within or
without the State of lowa, as the place for holding any special meeting of the Board of Directors

called by them.

SECTION 8. NOTICE. Notice of any Speclal meeting shall be given at least two (2) days prior
thereto by written notice, unless oral notice is reasonable under the circumstances, of the date,

time and place. Written notice may be given by facsimile transmission or. by other electronic

" ‘means creating a photo image of the notice. If mailed, such notice must be deposited in the
United States mail correctly addressed and postage prepaid at least eight (8) days prior to the
date of the meeting. The attendance of a director at any meeting shall constitute a waiver of
notice of such meeting, except where a director attends a meeting for the express purpose of

. objecting to the transaction of any business because the meeting is not lawfully called or
convened. Neither the business to be transacted at, nor the purpose of; any regular or special
meeting of the Board of Directors need be specified in the notice or waiver of notice of such -
meeting.

" SECTION 9. QUORUM. A majority of directors quallﬁed and serving shall constitute a
quorum for the transaction of business; provided, that if less than a majority of such number of
directors is present at said meeting, a majority of the directors present may adjourn the meetmg
from time to time without further notice.
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SECTION 10. MANNER: OF ACTING. The act of the majority of the directors presentata
meeting at which a quorum is present shall be the act of the Board of Directors cxcept to the
extent otherwise provided in the Articles of Incorporation.

SECTION 11. VACANCIES. Any vacancy among the directors occumng in the Board of
Directors may be filled by the affirmative vote of a majority of the remaining directors even
though less than a quorum of the Board of Directors or by the affirmative vote of a majority of

‘the votes of the Class A Stockholders. A director elected to fill a vacancy shall be elected for the
~ unexpired term of his predecessor in office. A vacancy that will occur at a specific later date, by

reason of a resignation effective at a later date or otherwise, may be filled before the vacancy

. occurs, but the new director shall not take office until the vacancy occurs.
" SECTION 12. COMPENSATION. The Board of Directors, by the affirmative vote of a

majority of the directors then in office, and irrespective of any personal interest of any of its
meimbers, shall have authority to establish reasonable compensation of all directors or other
persons for services to the Corporation as directors, officers or otherwise. By resolution of the

- Board of Directors, the directors may be paid their expenses, if any, of attendance at each
meeting of the Board.

SECTION 13. PRESUMPTION OF ASSENT. A director of the Corporation who is present at a
meeting of its Board of Dircctors at which action on any corporate matter is taken shall be
presumed to have assented to the action taken unless (i) he objects at the beginning of the

. meeting or promptly upon his arrival to holding the meeting or transacting business at it; (ii) his

dissent or abstention from the action taken is entered in the minutes of the meeting or unless he
shall file his written dissent to such action with the person acting as the presiding officer of the
meeting before the adjournment thereof or shall forward such dissent by registered or certified
mail to the Corporation immediately after the adjournment of the meeting. Such right to dissent

- or abstention shall not apply to a director who voted in favor of such action.

SECTION 14. ACTION WITHOUT MEETING OF THE BOARD OF DIRECTORS. Any

‘action required by the lowa Business Corporation Act to be taken at a meeting of directors of the

Corporation, or any action which maybe taken at a meeting of the directors or of a committee of
directors, may be taken without a meeting if each of the directors or each of the members of the

- committee of directors signs a written consent setting forth the action so taken.- The consents of
“all of the directors or members of the committee shall be included in the minutes or filed with the

corporate records reflecting the action taken. ‘Action taken under this section is effective when
the last director signs the consent unless the consent specifies a different effective date. A
consent signed under this section has the effect of a meetmg vote and may be described as such
in any document. :

.SECTION 15. TELEPHONE CONFERENCE MEETINGS. Subject to other applicable

provisions contained in these Bylaws, any action required by the Iowa Business Corporation Act
to be taken at a meeting of directors of the Corporation, or any action which may be taken at a
meeting of the directors, or a committee of directors, may be taken by means of a conference
telephone or similar communications equipment through which all persons panicipating in the
meeting can hear each other, and the participation in a meetmg pursuant to this provision shall
constitute presence in person at such meeting.




ARTICLE IV
OFFICERS -

SECTION i. NUMBER. The officers of the Corporation shall consist of a Chairman of the
Board, a Vice Chairman of the Board, a President, one or more Vice Presidents, a Secretary and
a Treasurer, and such Assistant Treasurers, Assistant Secretaries or other officers as may be
elected or appointed by the Board of Directors. Any two or more offices may be held by the
same person. - -

SECTION 2. ELECTION AND TERM OF OFFICE. The officers of the Corporation shall be
elected annually by the Board of Directors at the first meeting of the Board of Directors held
after each annual meeting of Stockholders. If the election of officers shall not be held at such
“meeting, such election shall be held as soon thereafter as conveniently may be. Vacancies may
be filled or new offices created and filled at any meeting of the Board of Directors. Each officer
- shall hold office until his successor shall have been duly elected and qualified or until his death,
_or until he shall resign.or shall have been removed in the manner hereinafter provided. Election
or appointment of an officer or agent shall not of itself create contract rights. '

SECTION 3. REMOVAL AND RESIGNATIONS OF OFFICERS. (a) Any officer or agent
may be removed by the Board of Directors with or without cause, but such removal shall be
without prejudice to the contract rights, if any, of the person so removed. (b) An officer may
- resign at any time by delivering notice to the Corporation. A resignation is effective when the
notice is delivered unless the notice specifies a later effective date. if the Corporation accepts the
~ future effective date, its Board of Directors may fill the pending vacancy before the effective '
date if the Board of Directors provides that the successor does not take office until the effective
date. : S | :
SECTION 4. VACANCIES. ‘A vacancy in any office because of death, resignation, removal,
disqualification or otherWISe may be ﬁlled by the Board of Directors for the unexpired portion
of the term. -

SECTION 5. CHAIRMAN OF THE BOARD. The Chairman of the Board of Directors shall
preside at all meetings of the Board of Directors and of the Stockholders. He shall be the
principal officer of the Board of Directors and as such shall regularly advise and consult with the

- President to the end that the President may supervise and control the business and affairs of the

- Corporation within the framework and bounds of the orders, resolutions and policies from time-
. to time enacted and established by the Board of Directors. The Chairman of the Board of
Directors shall from time to time report to- the Board of Directors all matters affecting the

-interests of the Corporation which, in his judgment, should be brought to the attention of the
Board of Directors. The Chairman of the Board shall perform such other duties as from time to
time may be assigned to him by the Board of Directors. -

SECTION 6: THE VICE CHAIRMAN OF THE BOARD. In the absence of the Chamnan of
the Board, or in the event of his inability or refusal to act, the Vice Chairman of the Board shall
perform the duties of the Chairman of the Board, and when so acting, shall have all the powers of
~ and be subject to all the restrictions upon the Chairman of the Board. The Vice Chairman of the
Board shall perform such other duties as from time to time may be assngned to htm by the
Chairman of the Board or by the Board of Directors.
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SECTION 7. THE PRESIDENT. The President shall be the chief executive officer of the
Corporation and shall in general supervise and control all of the business and affairs of the
Corporation, subject to the general powers of the Board of Directors. He may sign deeds,

“mortgages, bonds, notes, contracts or other instruments which the Board of Directors has
" authorized to be executed, except in cases where the signing and execution shall be expressly
" delegated by the Board of Directors or by these Bylaws to some other officer or agent of the
- Corporation, or shall be required by law to be otherwise signed or executed. In general, he shall
* perform all duties incident to the office of the President and such other duties as may be

prescribed by the Board of Directors from time to time.

SECTION 8. THE VICE PRESIDENT(S). In the absence of the President, or in the event of his
inability or refusal to act, the Vice President (or in the event there be more than one Vice
President, the Vice Presidents in the order designated), shall perform the duties of the President,
and when so acting, shall have all the powers of and be subject to all the restrictions upon the .

‘President. Any Vice President shall perform such other duties as from time to time may be

assigned to him by the Chairman of the Board, the President or by the Board of Directors.

SECTION 9. THE TREASURER. The Treasurer shall perform such duties with respect to the
finances of the Corporation as may from time to time be assigned to him by the Chairman, the
President or Board of Directors. The Treasurer's books and accounts shall be open at all times
during business hours to the inspection of any director of the Corporation. The Board of

. Directors may require that the Treasurer give bond with such sureties and in such form as it

specifies. Such bond shall be purchased by and be an expense of the Corporatmn

SECTION 10. THE SECRETARY. The Secretary shall keep the minutes of the Stockholders
and of the Board of Directors meetings in one or more books provided for that purpose; see that

all notices are duly given in accordance with the provisions of these Bylaws or as required by

law; be custodian of the corporate records; keep a register of the post office address of each

'Stockholder which shall be furnished ¢o the Secretary by each Stockholder; have general charge

of the stock transfer books of the Corporation; and in general perform all duties incident to the
office of Secretary and such other duties as from time to time may be assigned to him by the
Chairman, the President or Board of Directors. :

SECTION 11, ASSISTANT TREASURERS AND ASSISTANT SECRETARIES. The
Assistant Treasurers shall respectively, if required by the Board of Directors, give bonds for the

- faithfil discharge of their duties in such sums and with such sureties as the Board of Directors -

shall determine. The Assistant Treasurers and Assistant Secretaries, in general, shall perform
such duties as shall be assigned to them by the Treasurer or the Secreiary, respectively, or by the
Chairman of the Board, the President or the Board of Directors.

SECTION12. SALARIES. The salary of the Chairman of the Board, Vice Chairman of the
Board, and President shal! be fixed from time to time by the Board of Directors. Salaries of other

- officers may be fixed by the President, subjcct to such review by the Board of Directors as it

determines to exerclse
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ARTICLEV
CONTRACTS, LOANS, CHECKS AND DEPOSITS

SECTION t. CONTRACTS. The Board of Directors may authorize any officer or officers,
agent or agents, to enter into any contract or execute and deliver any instrument in the name of
and on behalf of the Corporation, and such authority may be general or confined to specific

X 1nstances

SECTION 2. LOANS. No loans (_)r series of loans in excess of $50,000 shall be contracted on
behalf of the Corporation and no evidence of indebtedness shall be issued in its name unless
authorized by a resolution of the Board of Directors. Such authonty may be general or confined
to specific instances.

- SECTION 3. CHECKS, DRAFTS, ETC. All checks, drafts or other orders for the payment of
- money, notes or other evidences of indebtedness issued in the name of the Corporation, shall be

_signed by such officer or officers, agent or agents, of the Corporation, and in such manner as
shall from time to time be determined by resolution of the Board of Directors.

SECTION 4. DEPOSITS. All funds of the Corporation not otherwise efnployed shall be
deposited from time to time to the credit of the Corporation in such banks, trust companies or
other depositories as the Board of Directors may select. :

ARTICLE VI
CERTIFICATES FOR SHARES
AND THEIR TRANSFER

SECTION 1. NO CERTIFICATES. The shares of the Corporation shall be issued without
certificates as provided in Section 626 of the lowa Business Corporation Act. In lieu of any

~ certificates the Corporation shall issue a written statement of the information required on share

_ certificates within a reasonable time afier the issue or transfer of any of the Corporation's shares.

SECTION 2. RECORD OWNERSHIP. The Corporation shall maintain records of share
ownership which shall set forth the name of the person to whom the shares are issued, with the
number of shares held and date of issue. Such record shall be deemed conclusive evidence of

- share ownershxp rights.

SECTION 3. RESTRICTIONS ON TRANSFER OF COMMON SHARES.

3.1 No Common Stockholder shall sell, assign or otherwise transfer, donate or
dispose of any of its shares (any of the foregoing being a “transfer”) of common stock
(“Common Stock”, whether Class A Common Stock or Class B Common Stock) without first
offering it to the Corporation in accordance with this Section 3, except:

a. Common Stock may be transferred to any Class A Common Stockholder.

b. Common Stock may be transferred in connection with the sale of

substantially all of the assets of a Class A Comimon Stockholder to a Farmer-Owned Cooperative -

~ or in connection with a merger in which a Farmer-Owned Cooperative is the surviving
. corporation. -
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c. Common Stock may be transferred to any transferee other than as set forth
in a and b of this Section approved in advance by the Board of Directors if the transferee is
othemnse eligible in accordance with the Articles of Incorporation and these Bylaws.

d. Common Stock issued to any profit sharing plan or other plan for the

benefit of employees of the Corporation or for the benefit of employees of a controlled group of

corporations or trades or businesses of which the Corporation is a member shall be transferable

as provided in such Plan.

3.2 A Common Stockholder desiring to sell or transfer all or any part of its shares of
Common Stock of the Corporation (“Offering Stockholder™) other than as set forthina, b, ¢, or d

“of Section 3.1 shall first offer, by written notice to the President, to sell all of its shares of

Common Stock to the Corporation for the Purchase Price. The Purchase Price shall be the

lowest purchase price per share of each class of Common Stock which the Offermg Stockholder

would be willing to.accept for its stock from any third party.

a. The Corporatnon may elect to purchase all such shares at any time within a
penod of sixty (60) days after the receipt of notice of said offer. The right to purchase shares
under this subsection 3.2 may be exercised only with respect to all shares so offered.

b. If the Corporation elects to purchase the shares, the Corporation shall

. receive the shares, free and clear of all liens and encumbrances,.and thereupon pay the Purchase

Price in full in cash on a date specified by it not later than 90 days after receipt of the notice from

- the Offering Stockholder.

c. If the Corporation does not purchase all of the shares of Common Stock
offcred to it, the Offering Stockholder may proceed to sell any or all of its shares of Common
Stock to any third party that is otherwise eligible (in accordance with the Articles of

" Incorporation and these Bylaws) to own such shares, but only at a purchase price per share no

less than the Purchase Price at which it offered such shares to the Corporation.

d. The Offering Shareholder must again offer to the Corporation in
accordance with this Section any shares of Common Stock which it has not sold within ninety
(90) days following the earlier of the expiration date of the sixty-day purchase period pursuant to
the foregomg, or the date of any notlce of non—exercnse of such optior given by the Corporation.

3.3 A transferee of Common Stock (mcludmg any transferee by operation of law) that

' has acquired its shares in accordance with this Article will nonetheless be required to comply
“with the terms of this Article VI before it transfers-any of its shares of Common Stock.

34 The foregoing notwithstanding, restrictions on the transfer of shares owned by
any.trust created by an employee stock ownership plan adopted by the Board of Directors shall
be governed by the terms of the plan and the trust, not by this Section.

3.5  When validation or approval of any governmental authority is required for the
validity or effectiveness of any transfer of shares, the periods of time prescribed above during
which the acceptance or performance by any party or the sale or transfer to a third party is
required to be made shall be extended to the time 30 days after the date that such governmcnt
validation or approval is obtained.

3.6  Notwithstanding anything otherwise contained in this Section 3 to the contrary, no
transfer of shares of either Class A Common Stock or Class B Common Stock will be permitted
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and no such attempted transfer will be recognized on the official stock register of the -
Corporation if as a result of such transfer the Corporation would become subject to the reporting
requirements of the Securities Act of 1934, as amended from time to time (such transfer being
referred to herein as a “Reporting Transfer”). Any attempted Reporting Transfer shall be null and
void. The Corporation shall have the right to purchase any shares with respect to which a
Reporting Transfer has been attempted on the following terms:

, a. Upon determining that an attempted transfer is a Reporting Transfer, the
COI‘pOI'atIOIl shall immediately give the Stockholder attempting the transfer notice (i) that the
attempted transfer is a Reporting Transfer, (ii) that such transfer is null and void, (iii) that if such

. Stockholder does not advise the Corporation that it has rescinded such attempted transfer within
~ 60 days following the date the Corporation gave notice pursuant to this Section, the Corporation

'will have the right to purchase the shares on the terms provided in this Section, and (IV) of the

" terms pr0v1ded in this Section. :

b. Within 60 days followmg the date the Corporation gave notice pursuant to
this Section, the Stockholder may notify the Corporation in writing that it has rescinded the
. attempted transfer, in which case the Stockholder shall have the right to retain the shares as the
full owner of the shares but subject to the restrictions on transfer set forth in the Articles of
Incorporation and these Bylaws applicable to all Stockholders.

c. If the Stockholder fails to notify the Corporation in writing that it has
" rescinded the attempted transfer within 60 days following the date that the Corporation gave
notice pursuant to this Section, then the Corporation shall have the right to purchase the shares
" from the Stockholder, effective as of the date of the attempted transfer on the terms set forth in
this Section 3.6. :

d. If the Corporation exercises its right to purchase shares pursuant to this
Section 3.6, the purchase price for such shares shall be equal to 30% of the book value of the
shares as computed by the Corporation’s certified public accounts on the basis of generally
accepted accounting principles as of the date of and from the Corporation’s most recent audlted
financial statements.

e. 'The Corporation may pay the Stockholder the purchase price for such

" shares in not more than five equal annual installments ending not more than five years after the

date the Corporation first received notice of the attempted Reporting Transfer. The Corporation
_shall not be obligated to pay interest on the unpaid balance of the purchase price and the

- Stockholder shall not be entitled to any security for such payments other than the general credlt
of the Corporation. .

£ If the Corporation does not elect to purchase shares in accordance with
this Section 3.6, the Reporting Transfer shall be null and void, the Reporting Transfer shall not
be recognized by the Corporation for any purposes and the Stockholder attempting the Reporting
Transfer shall be treated for all purposes as the true'and beneficial owner of the shares.

3.7  Preferred shares shall be subject to such restrictions on transfer as may be
estabhshed by the Board of Directors upon their tssuance.

SECTION 4. TRANSFERS OF SHARES. Subject to the restrictions on transfer contained i in
the Articles of Incorporation and Bylaws of the Corporation, transfers of shares of the '
Corporation shall be made only on the books of thc Corporation by the holder of record thereof,
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or by its legal representativé, who shall ﬁrrﬁsh proper evidence of authority to transfer, or by its

attorney thereunto authorized by power of attorney duly executed and filed with the Secretary of

. the Corporation. Except as otherwise provided by law, the person in whose name shares stand on

the books of the Corporation shall be deemed the owner thereof for all purposes as regards the
Corporation (except to the extent the Corporation otherwise treats beneficial ownership pursuant
1o the terms of the Articles of Incorporation and these Bylaws. The Corporation shall not
recognize the transfer of any shares until the Corporation has been informed of the price or

~ valuation of the shares transferred.

ARTICLE VII
. FISCAL YEAR

The fiscal year of the Corporation shall end on the last day of August in each year.

ARTICLE VIl
DIVIDENDS

SECTION 1. COMMON STOCK DIVIDENDS. Dividends shall be pald on common stock to
the extent declared by the Board of Directors.

SECTION 2. PREFERRED STOCK DIVIDENDS. Dividends on preferred stock shall be paid
as provided by the Board of Directors at the time of their issuance.

ARTICLE IX
SEAL

This Corporation shall have no corporate seal.

ARTICLE X
WAIVER OF NOTICE

SECTION 1. WAIVER OF NOTICE BY SHAREHOLDERS.

1.1 A Stockholder may waive any notice required by the Towa Business Corporation
‘Act, the Articles of Incorporation, or the Bylaws before or after the date and time stated in the
notice. The waiver must be in writing, be signed by the Stockholder entitled to the notice, and be
dellvered to the Corporation for inclusion in the minutes or ﬁlmg with the corporate records.

1.2 A Stockholder’s attendance at a meeting:

a. Waives objection to lack of notice or defective notice of the meeting
unless the Stockholder at the beginning of the meeting or promptly upon the Stockholder s
arrival objects to holding the meeting or transacting business at the meeting,.

b. Waives objcctlon to consideration of a particular matter at the meeting that
is not within the purpose or purposes described in the meeting notice, unless the Stockholder
objects to considering the matter when it is presented.
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SECTION 2. WAIVER OF NOTICE BY DIRECTORS.

2.1 A director may waive any notlice required by the lowa Business Corporation Act,
the Articles of Incorporation, or Bylaws before or after the date and time stated in the notice.
- Except as provided by Section 2.2 of this Article, the waiver must be in writing, signed by the
director entitled to the notice, and filed with the minutes or corporate records.

2.2 A director’s attendance at or participation in a meeting waives any required notice
to that director of the meeting unless the director at the beginning of the meeting or promptly
upon the director’s arrival objects to holding the meeting or transacting business at the meeting
and does not thereafter vote for or assent to action taken at the meeting.

ARTICLE XI
AMENDMENTS

These Bylaws (including Bylaws adopted by the Stockholders unless the Stockholders ex'prcssljr

provide otherwise) may be altered, amended or repealed and new Bylaws may be adopted at any .

meeting of the Board of Directors of the Corporation at which a quorum is present, by a majority

vote of the directors present at the meeting. These Bylaws may also be altered, amended or

- repealed, or new Bylaws may be adopted, at any meeting of the Stockholders of the Corporation
at which a quorum is present, by a majority of votes outstanding entltlcd to be cast by the Class

A Stockholders.. :

ARTICLE XII
VOTING OF STOCK IN OTHER CORPORATIONS AND OF INTERESTS
IN PARTNERSHIPS OR LIMITED LIABILITY COMPANIES

In the absence of a resolution of the Board of Directors o the contrary, the Chairman of the
Board, the Vice Chairman of the Board, the President or the Vice President of this Corporation is
authorized and empowered to act for and on behalf of the Corporation to attend meetings, vote
shares, grant proxies, waive notice, grant any formal consent, or take similar or related actions,

. all respecting stock of other corporations or interests in partnerships or limited liability
companies which are owned by the Corporation, all without further authority than as herein
contained. The Board of Directors may, in its discretion, designate any officer or person as a
proxy or attorney-in-fact to vote the shares of stock in any other corporation or interests in
partnerships or limited llablhty companies in which this Corporation may own or hold shares of
- stock or mterests

ARTICLE XIII
INDEMNIFICATION

SECTION 1. OFFICERS AND DIRECTORS. The Corporétion shall indemnify and advance
expenses to any person who was or is a party to or is threatened to be made a party to any
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threatened, pending or completed claim, action, suit or proceeding, whether civil, criminai,

‘administrative or investigative (including a grand jury procceding) and whether formal or
_ informal, by reason of the fact that such person (i) is or was a director or officer of the
Corporation, or (i) while a director or officer of the Corporation, is or was serving at the request

of the Corporation as a director, officer, employee, agent, partner or trustee (or in a similar
capacity) of another corporation, partnership, joint venture, trust, employee benefit plan,
American Grain and Related Industries (a Farmer-owned Cooperative), or other entity to the
maximum extent it is empowered to indemnify and advance expenses {o a director by the -
Corporation’s Articles of Incorporation or by Part E of Division VIII of the lowa Business
Corporation Act as the same exists or may hereafter be amended or changed (but, in the case of
any such amendment or change, only to the extent that such amendment or change empowers the

: Corpbration to provide broader indemnification than said law empowered the Corporation to

provide prior to such amendment or change). . Such indemnity shall include but not be limited
to indemnity agamst reasonable expenses (including attorneys' fees), judgments, fines, penalties,

- including an excise tax assessed with respect to an employee benefit plan, and amounts paid in

settlement actually and reasonably incurred by such person in connection with such claim, -
action, suit or proceeding or any appeal thereof.

SECTION 2. EMPLOYEES. The Corporation shall indemnify and advance expenses to any
person who was or is.a party to or is threatened to be made a party to any threatened, pending or
completed claim, action, suit or proceeding, whether civil, criminal, administrative or
investigative (including a grand jury proceeding) and whether formal or informal, by reason of
the fact that such person (i) is or was an employee of the Corporation acting on behalf of the
Corporation at its requests (ii) is or was an employee of the Corporation performing the duties

~ for which he is employed by the Corporation, or (ii) while an employee of the Corporation, is or
- was serving at the request of the Corporation as a director, officer, employee, agent, partner or

trustee (or in a similar capacity) of another corporation, partnership, joint venture, trust,
employee benefit plan, American Grain and Related Industries (a Farmer-owned Cooperative),
or other entity to the maximum extent it is empowered to indemnify and advance expenses to a
director (as if the employee is or was such director) by the Corporation’s Articles of
Incorporation or by Part E of Division VIII of the lowa Business Corporation Act as the same
exists or may hereafter be amended. Such indemnity shall include but not be limited to indemnity
agamst reasonable expenses (including attorneys’ fees), judgments, fines, penalties, including an
excise tax assessed with respect to an employee benefit plan, and amounts paid in settlement
actually and reasonably incurred by such person m connection with such claim, actlon suit or
procccdmg or any appeal thereof. :

' 'SECTION 3. WITNESSES. The Corporauon shall indemnify and advance expenses to any

person who was or is a witness in or is threatened to be made a witness in any threatened,
pending or completed claim, action, suit or proceeding, whether civil, criminal, administrative or
investigative (including a grand jury proceeding) and whether formal or informal, by reason of
the fact that such person () is or was a director or officer of the Corporation, or (b) while a
director or officer of the Corporation, is or was serving at the request of the Corporation as a
director, officer, employee, agent, partner or trustee (or in a similar capacity) of another
corporation, partnership, joint venture, trust, American Grain and Related Industries (a Farmer-
owned Cooperative), or other enterprise, or employee benefit plan, to the same extent that such
person would be entitled to indemnification and advancement of expenses under this Article if
such person were, or were threatened to be made, a party fo such claim, action, suit or
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proceeding, against reasonable expenses (including attorneys' fees) actually and reasonably
~ incurred by such person in connection with such clalm action, suit or proceeding or any appeal
thereof. ,

SECTION 4. CONDITIONS TO INDEMNIFICATION. Except as provided in Section 5 of this
 Article with respect to proceedings seeking to enforce rights of indemnification, entitlement to
the indemnifications provided in this Article XIII shall be conditional upon the Corporation
being afforded the opportunity to participate directly on behalf of such person in such claim,
action, suit or proceeding or any settlement discussions relating thereto, and with respect to any
settlement or other non-adjudicated disposition of any threatened or pending claim, action, suit
or proceeding, entitlement to indemnification shall be further conditional upon the prior approval
by the Corporation of the proposed settlement or non-adj udicated disposition.

SECTION 5. PAYMENT. Any indemnification or advancement of expenses required under this

Article shall be made promptly upon, and in any event within thirty (30) days after, the written
- request of the person entitled thereto. If the Corporation denies a written request for indemnity or
advancement of expenses, in whole or in part, or.if payment in full pursuant to such request is
not made within thirty (30) days of the date such request is received by the Corporation, the
person seeking indemnification or advancement of expenses as granted by this Section may at
any time within the applicable statute of limitations brlng suit against the Corporation in any
court of competent jurisdiction to establish such person's right to indemnity or advancement of
expenses. Such person's costs and expenses incurred in connection with successfully establishing
his or her right to indemnification in any such action or proceeding shall also be indemnified by
the Corporation. It shall be a defense to any action brought against the Corporation to compel
indemnification (other than an action brought to enforce a claim for the advancement of expenses
pursuant to this Section where the written affirmation of good faith or the undertaking to repay as
required above has been received by the Corporation) that the claimant has not met the standard
of conduct set forth in Section 490.851 or 490.856 of the Iowa Business Corporation Act, as
applicable, but the burden of proving such defense shall be on the Corporation. Neither (a) the
failure of the Corporation (including its board of directors, committee, special legal counsel or
. the shareholders) to have made a determination prior to the commencement of such action that
- indemnification of the claimant is proper in the circumstances because he has met the applicable
standard of conduct set forth in Section 490.851 or 490.856 of the lowa Business Corporation
Act, as applicable nor (b) the fact that there has been an actual determination by the Corporation
. (including its board of directors, committee, special legal counsel or the shareholders) that the
claimant has not met such applicable standard of conduct, shall create a presumption that the -
claimant has not met the applicable standard of conduct. In the event that the applicable standard
of conduct has been met as to some claims, actions, suits or proceedings, but not as to others, a
person who has a right of indemnification pursuant to this Article shall be indemnified against all
expenses (including attorney fees) actually and reasonably incurred by such person in connection
with the claim, action, suit or proceeding as to which the applicable standard has been met.
Nothing contained in this Article shall limit the obligation, duty or ability of the Corporation to
indemnify such person as provided elsewhere in this Article.

SECTION 6. ACTIONS AGAINST THE CORPORATION. Notwithstanding any other
provision of this Article except Section 5 of this Article with respect to proceedings seeking to
enforce rights of indemnification, no officer, director, or employee shall have the right to
indemnification pursuant to this Article XII with respect to any threatened, pending or
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‘completed claim, action, suit or proceeding, (i) which the Corporation asserts against the officer, -

director, or employee or (ii) which the officer, director, or employee asserts against the
Corporation. This Section shall not be construed to prohibit the Corporation from providing, in
its discretion, indemnification to an officer, director, or employee in accordance with by Part E
of Division V11! of the Iowa Business Corporation Act as the same exists or may hereafter be

“amended.

.- SECTION 7. ADDITIONAL RIGHTS. In addition, except as otherwise cxpressly provided by

the Jowa Business Corporation Act, indemnification provided for under the lowa Business
Corporation Act shall not be decmed exclusive of any other rights to which those seeking

“indemnification or advancement of expenses may be entitled under any provision in the Articles -

of Incorporatlon or Bylaws, agreements, vote of Stockholders or disinterested directors or
otherwise.

ARTICLE X1V
EXECUTIVE COMMITTEE

SECTION 1. CREATION. The Board of Directors may by resolution create an Executive
Committee, and may by like action abolish the same at any time. If created, the Executive
Committee shall consist of three (3) members who shall be the Chairman, Vice Chairman and
Secretary of the Corporation. The resolution creating or abolishing the Exccutive Committee
shall be adopted by not less than a majority of the number of directors fixed by these Bylaws.
The existence of the Executive Committee shall be confirmed annually at the annual meeting of
the Board of Directors.

- SECTION 2. AUTHORITY. The Executive Committee shall possess and may exercise only the

powers of the Board of Directors may from time to time by resolution delegate to it. The
Committee may not, however: :

a. - Authorize dividends or other dlstrlbutlons to Stockholders;

b. Approve or propose to Stockholders actlon that the Iowa Business Corporation
" Act requires be approved by Stockholders; :
c. Fill vacancies on the Board of Directors or on any of its commitiees;
o d Amend the Articles of Incorporation pursuant to section i002 of the lowa

‘Business Corporatlon Act;

Adopt, amend or repeal Bylaws;
f. Approve a plan of merger not requiring Stockholder approval;

g. Authorize or approve reacquisition of shares, except according to a formula or-
.method prescribed by the Board of Directors; or

h. Authorize or approve the issuance or sale or contract for sale of shares or _
determine the designation and relative rights, preferences and limitations of a class or series of
shares, except as may be done within limits specifically prescribed by the Board of Directors.

- SECTION 3. COMMITTEE PROCEEDINGS. The Executive Committce shall select its own
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Chairman. The Executive Committee shall hold meefings at such time and place as it mﬁy

determine. Special mectings of the Executive Committee shall be held upon not less than twenty-

four (24) hours written notice. Special meetings may be called by the Chairman or any two (2)
members of the Executive Committee. The act of the majority of the members present at a
meeéting at which a quorum is present shall be the act of the Executive Committee.

SECTION 4. REPORTS. Minutes of all proceedings of the Executive Commiittee shall be
~ maintained, and the Executive Committee shall report all business transacted by it to the Board

. of Directors at the meeting of the Board of Directors next succeeding any action taken by the -

Executive Committee. The Board of Directors shall review said minutes or other reports of the
“Executive Committee and shall take such action thercon as the Board of Directors may decm

appropriate. . :
SECTION 5. INFORMAL ACTION Any action required to be taken at a meeting of the
Executive Committee, or any other action which may be taken at a meeting of the Executive
Committee, may be taken without a meeting if a consent in writing, setting forth the action so
. taken, shall be signed by all members of the Executive Committee, and included in the minutes
or filed with the corporate records reflecting the action taken. Such action is effective when the
last committee member signs the consent, unless the consent specifies a different effective date. '

SECTION 6. QUORUM. All members of the Execute Committee shall constitute a quorum for
the transaction of business provided, that if not all members are present at said meeting, a
" majority of the directors present may adjourn the meeting from time to time without further
notice.
' ARTICLE XV .
PATRONAGE ALLOCATION TAXABILITY

‘Each entity which was as of August 31, 2007 a Class A voting common stockholder or a Class B
non-voting common stockholder (“Member”) of American Grain and Related Industries (a
Farmer-owned Cooperative), a cooperative association organized under Chapter 499 of the Code
~ of lowa (2005), shall, by such act alone, consent that the amounts of any distributions with
respect to AGRI’s patronage occurring after February 28,1963, which are made in written
notices of allocation (as outlined in 26 U.S.C. Section 1388) and which are received by such

- Member from AGRI or the Corporation, will be taken into account by such Member at their
stated doliar amounts in the manner provided in 26 U.S.C. Section 1385(a) in the taxable year in
~ which such written notices of allocations are received by it. Written notification of and a copy of
this section of the provision has been given to each Member as a part of the Plan of Conversion

between AGRI and the Corporation dated as of February 21, 2007 before such Member became a .

Stockholder of the Corporation.
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APPENDIX D

AMENDED AND SUBSTITUTED ARTICLES OF INCORPORATION
(Including Amendments to These Amended and Substituted Articles
' Through March 10, 2006)
OF
AMERICAN GRAIN AND RELATED INDUSTRIES
(A Farmer-owned Cooperative)

ARTICLEI .

‘The name of this corporation shail be American Grain and Related Industries (a Farmer-
~ owned Cooperative). Its principal place of business shall be at West Des Moines, in the County
of Polk, State of lowa, and the corporation may have such other places of business as its Board

of Directors shall determine., :

ARTICLE 11

- The corporation shall have all the powers and privileges permitted by Chapter 499 of the
Code of Iowa, as now in effect and as hereafter amended, to engage in and do any lawful act
concerning any and all lawful businesses for which cooperative assocmtlons may be organized
under said Chapter.

The purposes for which this corporation is formed are: to buy and sell grain and farm

~ products of all kinds; to produce, grade, blend, preserve, process, store, warehouse, market, buy,
sell, or handle any agricultural product or by-product thereof; to be a general storage business

. and act as a public warehouseman in respect of such products or by-producls 10 acquire, own,
dispose of, or operate elevators, warchouses, and other facilities suitable for its business; to
purchase, sell, produce, or supply machinery, equipment, feed, fertilizer, petroleum products, or
any sort of supplies to or for agricultural producers or associations thereof and to furnish to such
producers or associations any business, reporting, or educational services; to act as a commission
merchant and broker of grain and other COIIlmodlthS and to engage in any cooperative activity

.connected with-any said purposes.

ARTICLE 111

This corporation shalil be operated on a cooperative basis. The Bylaws of the corporation
may restrict the amount of business done by the corporation with nonmembers and may limit thc
corporatlon s dealings to members only.

ARTICLE IV

Section 1. This corporation shall be a federated cooperative, and its Class A
membership shall be restricted to cooperative companies which are farmer-owned or farmer-
controlled and which are engaged in marketing or handling grain or agricultural products or




. . . ,

sﬁpplies or are providing services for its members. No one shall be eligible to subscribe to or be

- record owner of a share of Class A common stock except agricultural cooperative associations -

which qualify under the Acts of Congress, commonly known as the Capper-Volstead Act (7
USCA 291) and the Agricultural Marketing Act (12 USCA 1141-Ja), and no eligible association
shall be permitted to subscribe for or be record owner of more than one share of Class A

" common stock.

Section 2. The Board of Directors shall determine the eligibility of an applicant for

‘membership and shall have the authority to accept or reject, within its discretion, applications for

Class A or Class B common stock. Any eligible cooperative may apply to become a member of
this corporation by submitting an application in a form required by the Board of Directors and, in

_ the event the Board of Directors accepts such application, such cooperative shall become a

member upon the payment of the subscription price for the share of common stock. .

Section 3. At all meetings of the corporation each Class A member, including
subscribers, shall have one vote, and no more, on any matter. The vote shall be cast by a
representative duly authorized in writing by said member and holding credentials issued as
prescribed in the By-Laws. Votes shall be cast in person or by a signed written vote in the
manner prescribed by law. '

Section4.  Class B common stock of this corporation shall be held by members who
are not eligible to hold Class A common stock, and they shall have all the privileges of Class A
members except the right to vote and to hold office. '

ARTICLE YV .

Section 1. The total par value of the authorized capital stock of this corporation sﬁall
be $79,500,000, divided into the following classes and shares, to-wit: '

(a) 400 shares of Class A voting common stock, having a par value of Ten
. Thousand Dollars ($10,000.00) per share; ‘

: ~(b) 50 shares of Class B non-voting common stock, having a par value of Ten
Thousand Dollars ($10,000.00) per share; and - :

: (c) 750,000 shares of preférred stock, having a par value of One Hundred
Dollars ($100.00) per share.

Section 2. No share of Class A or Class B common stock shall be issued until the full
par value thereof has been paid. The Board of Directors may, in its discretion, allow applicants
to subscribe for a share of Class A or Class B common stock and be accorded all of the
privileges of a Class A or Class B common stockholder, as applicable, except the right to hold
office, provided such applicant makes part payment on the purchase price for such share of Class
A or Class B common stock, as applicable, in an amount set forth in the Bylaws or, if not set
forth in the Bylaws, in an amount established by the Board of Directors, and has otherwise
complied with all other requircments of Chapter 499. The Board of Directors may.apply
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preferred stock and deferred patronage dividends issued to a subscriber toward the payment of
the subscriber's unpaid subscription.

‘ Section 3.  -Noncumulative dividends in an amount determined from time to time by

" the Board of Directors but not exceeding eight percent (8%) of the par value per share per annum
. shall be payable on either Class A common stock or Class B common stock when and if declared
_ by the Board of Directors. In addition, the holders of Class A common stock and Class B
‘common stock shall participate in the allocation of patronage dividends as provided in Article VI
hereof. Common stock shall have identical rights and priorities except that only Class A
common stock shall be entitled to vote. Neither Class A common stock nor Class B common
stock shall be transferable in any manner or by any device whatever but may be retired by the
corporation as provided in Section 6 of this Article V. Dividends upon Class A common stock
and Class B common stock shall not be requn'ed but may be declared by the Board of Directors
as provided in this section. Failure to declare or provide for dividends during any period shall
not affect the allocation of net earnings of the corporation or distribution of patronage dividends
or redemption of preferred stock. :

Section 4. Preferred stock shall be issued in such amount and at such times as the
directors may determine. Each holder of a certificate issued for deferred patronage dividends, or
of credits in the patronage revolving fund of the corporation, or of any allocated but unpaid
patronage dividends credited to said holder, shall receive, in exchange thereof, at the discretion
of the Board of Directors, shares of preferred stock, having an aggregate par value equal to the
dollar amount of said certificates or credits so exchanged, and a certificate, or certificates, of

. preferred stock shall be issued to each such holder as a result of such exchange. Preferred stock
shall have no vote, and it shall not bear dividends but shall have preference on dissolution or
liquidation as provided by Article X1I hereof.

Section 5. The Board of Directors, at any time and within its sole discretion, shall

have the power to redeem, at the par value, all or any portion of the shares of Preferred Stock. If

redemption is in part only, the Board of Directors shall redeem the Preferred Stock in the order
and the manner specified in the Bylaws or in a plan established, from time to time, by resolution
of the Board of Directors (which order and manner need not be pro rata and may, if the Board so
_ desires, be based on the year or order of issuance or such other manner as set forth in the Bylaws
_ or in the resolution adopted by the Board of Directors as the Board of Directors shall determine).

- No share of Preferred Stock may be sold, assngned, transferred, conveyed or encumbered w1thout
the approval of the Board of Dlreciors

' Section 6. Class A or Class B common stock shall not be transferable. If a holder of
common stock fails to patronize the corporation for three (3) consecutive fiscal years of the
corporation or if a holder of common stock fails to do a minimum amount of business with the

- corporation as set forth in the Bylaws, during any three (3) consecutive fiscal years of the -

corporation, the Board of Directors may, by a majority vote of the entire Board of Directors,
expel such shareholder. If a member is dissolved, becomes ineligible, or is expelled, its
membership stock or subscription shall forthwith be cancelled. In case of expulsion, the
corporation shall pay said member the value of its share of common stock, as shown by the
books on the date of cancellation (which shall be the book value determined from, and as of the




date of, the financial statement for the most recently audited prior period), but not more than its
original issuing price, within sixty (60) days thercafter. In cases of dissolution or ineligibility of
the member, the corporation shall pay such value to the member, or his reprcsentatwe within

two (2) years thereafter, without interest.

Section 7. This corporation shall have a lien on all stock and on all allocated

~ patronage dividends of any member in whose name the same stands or who may be holding the

same, for any sum due the corporation from said member, or for any debt or liability of whatever
kind of said member to the corporation. :

Section 8. The corporation shall have the right to purchase, take, receive, or
otherwise acquire, hold, pledge, or otherwise dispose of its own shares, but no purchases of its
own shares shall be made at any time when the corporation is insolvent or when such purchase
would make it insolvent.

ARTICLE VI

Section 1. The Board of Directors shall annually dispose of the net earnings of the
corporation among its members and subscribers to common stock ratably in proportion to the
business they have done with the corporation in accordance with Section 499 of the Code of
Iowa, as now in effect and as hereafter amended, and in the manner provided in the Bylaws.

- Section 2. The Board of Direétors shall and is hereby authorized to treat losses of the

* corporation in such manner as it shall provide, from time to time, in the By-laws of the

corporation or by resolution from time to time adopted by the Board of Directors; such treatment
may include (but is not limited to) provision for the allocation of all or any part of such losses
among members and former members and/or the cancellation of patronage dividends or any
stock or subscription (in whole or in part) which was issued, or to the extent it was issued, in
exchange for patronage dividends (based on the value for which originally issued) in a manner
which the Board of Directors, in its sole discretion, determines to be equitable to the members
holding or entitled to patronage dividends or any stock issued (in whole or in part) for patronage
dividends.

ARTICLE Vil

Section 1. Untll the annual meeting of the members of the corporation held in 2006
the affairs of the corporation shall be managed by a board of seven (7) directors comprised as
follows: (i) five (5) of the directors shall be persons engaged in producing agricultural products
(hereinafter "producers") who are members of a Class A common shareholder, one (1) to be
chosen from each of five (5) districts, and (ii) two (2) of the directors shall be general managers
of a Class A common shareholder (hereinafter "managers™), one (1) to be chosen from each of
two (2) districts.

Commencing as of the annual meeting of the members of the corporation held in 2006,
the affairs of the corporation shall be managed by a board of six (6) directors comprised as
follows: (i) four (4) of the directors shail be producers who are members of a Class A common
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sharcholder, one (1) to be chosen from each of four (4) districts and (ii) two (2) of the directors
shall be managers. The reduction of the number of producer directors from five (5) to four (4)
shall be effectuated by the elimination of the producer directorship position of that producer
director whose term expires as of the 2006 annual meeting of the members of the corporation.

Directors shall have such other qualifications as may be provided by the By-Laws.

Section2.  If an incumbent director becomes ineligible as a producer or manager or,

- in the event said director is no longer a member or manager of a Class A shareholder from the
district in which the director was elected, his office shall stand vacant. The remaining members
~of the Board of Directors may appoint an eligible producer or manager, as the case may be, to fill
the vacancy for the remainder of the unexplred term in the district.in which the vacancy -

- occurred. -

Secti_on 3. Each of the directors shall serve a three (3) year term

Section 4. Directors shall be elected by districts. Only one (1) director shall be
elected from each district. A director shall be elected by a majority of the votes cast by the Class
A shareholders located in the apphcable district. The location of a Class A shareholder for
- purposes of the foregoing provisions of this Section 4 shall be as set forth in the Bylaws of the
_corporatlon

Section 5. Producer-directors shall be elected from Districts 1 through 4 and
. manager-directors shall be elected from Districts A and B. The boundaries of each district shall
be established in the By—Laws

Section 6. Director districts shall be reapportioned from time to time so that the
districts contain as nearly as possible an equal number of members. The Board of Directors shall
reapportion from time to time by amendment of the By-Laws of the corporation to revise the
boundaries of the districts from which nominees to the Board of Directors will be selected
following the reapportionment. Nominees will be selected from each district by a nominating
committee of three (3) persons whose member-association is located within the district. No
. nominations for director may be made from the floor at any meeting of the members. The

~_ nominating committee for each district shall be selected as provided in the By-Laws, at least

ninety (90) days in advance of the election of directors. District changes shall become effective -
immediately upon approval by the Board of Directors, and all directors whose districts are
changed because of reapportionment shall be deemed to represent the counties in the new district
until their respective terms expire.

ARTICLE VIII

The fiscal year of the corporation shall end on the 31st day of August or on such other
day as may be determined by resolution of the Board of Directors.




ARTICLE IX

Section 1. The annual meeting of members shall be held in January of cach year on
such date and at such time and place as shal! be determined by the Board of Directors. Ten (10)

_days written notice of the date, time, and place of all annual meetings shall be given in person or

by mail directed to the address of the votmg shareholders as shown by the books of the

‘corporation.

Section 2. Special meetings of sharcholders may be called at any time by the
President on ten (10) days notice in person or by mail directed to the address of the voting

~ shareholders as shown by the books of the corporation and shail be called by him at any time

upon the written demand of twenty percent (20%) of the voting shareholders. Notice ofa specml

meeting shall specify the date, time, place, and the purpose of the meeting.

Section 3. Except as otherwise provided by law, the presence of thirty percent (30%)
of all the holders of Class A common stock, incinding subscribers for a share of Class A
common stock, at any meeting of the members shall constitute a-quorum. Each voting

"-shareholder shall be entitled to only one (1) vote on any matter, question, or election coming
" before the meeting. Such votes shall be cast in person; provided, however, that votes may be

cast by signed written vote when a copy of the proposition to be voted upon accompanies the
vote, as prov;ded by law, ,

ARTICLE X

The private property of the shareholders shall be exempt from corporate liability. This
Atrticle shall not be changed except by unanimous consent of all members.

ARTICLE X1

The life of this corporation shall continue to be perpetual unless sooner dissolved by -
action of the shareholders.

ARTICLE XII

On dissolution or liquidation, the assets of the corporation shall first pay liquidation
expenses, nex! its obligations other than patronage dividends or certificates issued therefor, and

“the remainder shall be dlsmbutcd,m the following priority:
(a) To pay preferred stock;

(b) To pay any deferred patronage dividends or certificates issued therefor. If the
fund is insufficient to pay them all, it shall be prorated;

()  To pay all members or common shareholders the amounts for which their
memberships or shares were originally issued; and :




(d) Any remaining assets shall be proportionately distributed among the members and .
former members based upon the business done over a period of years determined by the Board of
Dlrectors to be practicable under the circumstances.

ARTICLE XIII

Directors shall be entitled to receive such fees for attendance at meeﬁngs of the Board as
“may be fixed in the By-Laws of the corporation. Officers' salaries and expenses of the directors
and officers of the corporation, if any, may be fixed from time to time by resolution of the Board.

ARTICLEXIV

The corporation shall have the power to indemnify and hold harmless any director or
officer, against expenses actually and reasonably incurred by him in connection with the defense
of any action, suit, or proceedings, civil or criminal, in which he is made a party by reason of
being, or having been, such director or officer, except in relation to matters as to which he shall
be adjudged in such action, suit, or proceedings, to be liable for actual bad faith, gross

negligence, or fraudulent conduct in the performance of his duties; and the corporation shall have

the authority to procure insurance for such purposes.
ARTICLE XV

The directors, by vote of seventy-five percent (75%) thereof, irrespective of any personal
interest of any of the directors, may adopt, alter, amend, or repeal bylaws for the corporation
which shall remain in force until altered, amended, or repealed by a vote of seventy-five percent
(75%) of the voting members present at any annual meeting or special meeting of the
membership; provided, however, at least ten days prior written notice of the impending
membership vote has been mailed to all voting members of the association with a copy or

summary of the proposed adoption, alteration, amendment, ot repeal of the Bylaws.

ARTICLE XV1

Amendments to these Articles of Incorporation, excepting Article X, may be made at any
annual or special meeting by an affirmative vote of sixty-six and two thirds percent (66 % %) of
the members having voting privileges who are present and voting or represented by a signed
written vote, provided that a copy of the proposed amendments or summary thereof and notice of
the time and place of meeting shall have been first mailed to each member at least ten (10) days
prior to such mcetmg




- respectively,
* authority of its Board of Directors, and that satd persons respectively acknowledged the

AMERICAN GRAIN AND RELATED
INDUSTRIES (A Farmer-owned Cooperative)

By: -
By:
STATE OF IOWA )
' )} SS:
COUNTY OF POLK )
" On , before me, a Notary Public, in and for the state of

I[owa, personally appeared 1o me personally
known, who being by me duly sworn, did say that they are the President and Secretary,
of said association, that said instrument was signed on behalf of said association by

execution of said instrument to be the voluntary act and deed of said association by it voluntarily
executed. '

Notary Public in and for the state of lowa
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APPENDIX E

BYLAWS
OF :
AMERICAN GRAIN AND RELATED INDUSTRIES
(a Farmer-owned Cooperative)
(as amended through March 3, 2006)

ARTICLE 1. OFFICES

The principal office of the Corporation in the State of Iowa shall be located in the City of
Ankeny, County of Potk. The Corporation may have such other offices, cither within or without the
State of Jowa, as the Board of Directors may designate or as the business of the Corporation may
from time to time require.

ARTICLE II. MEMBERSHIP

SECTION 1. MEMBERSHIP. Membership in the Corporation shall be limited to: (1)
associations or groups organized on a cooperative basis within the meaning of 7U.S.C.A. 291 and
12 U.S.C.A. 114lj(a), which have been approved for membership by the Board of Directors and
which have purchased or subscribed to purchase a share of Class A voting common stock, and (2)
entities which are not eligible to hold Class A common stock, which have been approved for

- membership by the Board of Directors and which have purchased or subscribed to purchase a share

of Class B non-voting common stock. Holders of common stock in this Corporation are hereinafier
referred to as "shareholders", "members”, or "member-corporations”. No member shall more than

one (1) share of common stock.

SECTION 2. ELIGIBILITY. Application for membership shall be received by the Board
in the form of a subscription for Class A common stock or Class B common stock. Determination of
eligibility shall be made by the Board on the basis of whether the applicant meets the requirements of
the Articles of Incorporation. The Board's déterminations on eligibility shall be final.

ARTICLE IIE. MEETINGS

SECTION 1. ANNUAL MEETING. An annual meeting of the shareholders shall be held
in January of each year on such date and at such time and place as shall be determined by the Board
of Directors. The Board of Directors may, within its discretion, elect to have the annual meeting of the
Corporation held at multiple locations. Inno event shall the annual meeting be held at the same time at

- more than one location.

SECTION 2. SPECIAL MEETINGS. Special meetings of the shareholders may be called
at any time by the President and shall be called by the President at any time upon the written demand
of cither a miajority of the Board of Directors or by the holders of twenty percent (20%) of the Class
A common stock; in the case of the President's neglect or refusal to call a meeting, twenty percent




" (20%) of the Class A shareholders may join in a call of the meeting upon the same notice herein
provided in this Article.

SECTION 3. NOTICE. At least ten (10) days' written notice of the.time and place of all
meetings shall be given to each shareholder in person or by mail directed to its address as shown on
the books of the Corporation. If mailed, such notice shall be deemed to be given when deposited in
the United States mail, addressed to the shareholder at its address as shown on the books of the
Corporation with postage thereon prepaid. Notice of a special meeting shall also include the purpose
or purposes of the meeting. Ifthe Board of Directors elects to have the annual meeting held at multiple
locations, the notice of the annual meeting shall set forth the locations at which the annual meeting will
. be held and shall set forth the date on which the annual meeting will be held at each locatlon and the
: tlmc it will be held at each location. -

A written waiver of notice signed by a shareholder, whether before or after the time of the |

meeting stated herein, shall be equivalent to the giving of such notice in due time as required by
these Bylaws. Attendance of a shareholder at a meeting shall constitute a waiver of notice of such
meeting except where a shareholder atiends a meeting for the express purpose of objecting to the
transaction of any business because the meeting is not lawfuily called or convened.

SECTION 4. QUORUM. Thirty percent (30%) of all Class A shareholders; including
subscribers shall constitute a quorum at annual and special meetings of the shareholders. If,
however, such quorum shall not be present or represented at any meeting of the sharcholders, the
shareholders entitled to vote thereat, present in person, shall have the power to adjourn the meeting
from time to fime, without notice other than announcement at the meeting, until a quorum shall be
present or represented. At such adjourned meeting at which a quorum shall be present, any business

-may be transacted at the meeting as originally notified.

_ A shareholder who is not present in person but who votes by written vote shall be counted as
present for purposes of determining whether a quorum is present to act on the question on which
such shareholder casts such written vote but shall not be counted present for purposes of determining
the presence of a quorum to transact any other business.

' The shareholders present at a duly organized meeting may continue to transact business until
adjoummem notwnhstandmg the withdrawal of enough shareholders to leave less than a quorum

SECTION 5. VOTING. Each Class A shareholder shall be entitled to one (1) vote. Votes |

shall be cast in person except that an absent shareholder may cast its signed written vote when a copy
‘of any particular question, resolution, or motion to be voted on is attached to such vote and if the
-mail votes are returned to the Corporatlon and received prior to the time specified for the meeting.

Shareholders shall cast their votes through a representative duly authorized in writing. A
credential form shall be provided to each shareholder for the proper identification of its authorized
representative. In the event more than one person is named as the authorized representative, other
than an alternate, the majority vote of the Credentials Committee, which shall be appointed by the
Board of Directors, shall determine which representative, if any, is-authorized to cast the vote on




behalf of the shareholder. A repfesentative must be a member, or the manager, of the shareholder;
and no representative shall be authorized to represent more than one (1) sharcholder at a meeting.

Voting by shareholders on any question or in any election may be by voice vote unless the
presiding officer shall order or any sharcholder shall demand-that voting be by ballot.

SECTION 6. ORDER OF BUSINESS. The chairman at any meeting of shareholders shall

. conduct the meeting in a manner fair {o the shareholders and shall determine the order of business and

procedure at the meeting, including such regulation of the manner of voting and the conduct of business
as seem to him or her to be in order. No motion shall be in order fo table any proposition on which

_absent members are casting a signed written vote unless the motion to table passes by a vote equal to

more than 50% of the sum of the number of shareholders present and voting at the meeting pius the
number of absent sharehoiders voting on the proposmon by signed written batlot.

For a proposition to be considered at an annual meetmg or special meeting of the
shareholders, the proposition must either have been approved by the Board of Directors or submitted
in writing by two (2) or more Class A shareholders to the Secretary of the Corporation at least thirty
(30) days before the meeting. All propositions to be submitted to a special or annual meeting of the
shareholders shall be set forth in the notice of the meeting.

_ If the annual meeting is held at multiple locations, the annual meeting shall be first convened

' at the first location as set forth in the notice of annual meeting. At such time as the chairman of the

meeting deems it appropriate, within the chairman's discretion, to recess the meeting at such location -
with the meeting to reconvene at the next location, the chairman shall call a recess and announce that -
the meeting will reconvene at the next location as set forth on the notice of the annual meeting on the
date set forth in the notice of the annual meeting and at the time set forth in the notice of the annual
meeting. The annual meeting shall continue in the foregoing manner until the meeting has been held
at all of the locations set forth in the notice of the annual meeting. No motion for final adjournment
of the annual meeting shall be in order unless such motion is made at the final location of the annual
meeting as set forth in the notice of the annual meeting.

"‘SECTION 7. DISTRICT MEETINGS. Meetings of the members of a director district may.
be held separate and apart from the meetings of all of the members for (i) the purpose of voting on

the removal of a director as provided in Article IV, Section 8 of these Bylaws, (ii) for the purpose of
electing a director to fill any vacancy resulting from the removal of a director who was elected by

such district or (iii) any other proper purpose. Notice of any such meetings, voting at such meetings,
the quorum requirements for such meetings and the conduct of business at such meetings shall be
governed by the provisions of these Bylaws with respect to meetings of the members as a whole;
provided, however, that references in such provisions to the members shall be deemed for the
foregoing purposes fo be references to-the members of the applicable district. If a meeting of the
members of a director district is held, other than in connection with an annual meeting, for the
election of a director to fill a vacancy as a result of the removal of a director, such meeting shall not
be held until at least ninety (90) days after the appointment of a nominating committee for such
district is appointed by the President, as provided in Section 5 of this Article IV, and for the




foregoing purposes the references in Section 5 of Article IV to the annual meeting shall be deemed to

be references to the district member meeting.

ARTICLE IV. BOARD OF DIRECTORS

SECTION 1. MANAGEMENT OF BUSINESS. The Board of Directors shall have.
* - general supervision and control of the business and the affairs of the Corporation and shall make all

rules and regulations, not inconsistent with law, the Articles of Incorporation, or these Bylaws, for

the management of the business and the guidance of the officers, employees, and agents of the

Corporation. The Board of Directors. shall have installed an accounting system adequate to the
requirements of the business, and it shall be its duty to require proper records to be kept of all
business transactions and to have the books and records audited at least once each year by a certified
public accountant. A report of the financial condition of the Corporation and of the business done
shall be reported to the sharcho!ders at the annual meeting.

" SECTION 2. NUMBER. The business and affairs of the corporation shall be managed, |

conducted and controlled by a board of six (6) elected directors comprised as follows: (i) four (4) of
the directors shall be persons engaged in producing agricultural products (hereinafter "producers™)

- who are members of a Class A shareholder, one (1) to be chosen from each of four (4) districts and

(i) two (2) of the directors shall be general managers of a Class A shareholder (hereinafter referred

. toas "managers”) one (1) to be chosen from each of two (2) districts. Managers must be members or
- officers of a Class A shareholder. The boundaries of Districts 1 through 4 and Districts A and B for

the years 2006 through 2009 are as follows:
District 1:
The lowa counties of Cherokee, Clay, Dickinson, Emmet, Hancock, Howard,
Kossuth, Lyon, Mitchell, O'Brien, Osceola, Palo Alto, Plymouth, Sioux,
Winnebago and Worth; and the Minnesota counties of Jackson, Flllmore,

Watonwan, Dakota and Ramsey

District 2:

The lowa counties of Allamakee, Bremer, Butler, Cerro Gordo, Chickasaw,
" Clayton, Fayette, Floyd, Franklin and Winneshiek; all Minnesota counties
other than those included in District 1; and the State of Wisconsin. '
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The Iowa counties of Adair, Adams, Audubon, Boone, Buena Vista, Calhoun,
Carroll, Cass, Clarke, Crawford, Dallas, Decatur, Freemont, Greene, Guthrie,
Hamilton, Harrison, Humboldt, Ida, Lucas, Madison, Marion, Mills, Monona,
Montgomery, Page, Polk, Pottawattamie, Pocahontas, Ringgold, Sac, Shelby,
Taylor, Union, Warren, Wayne, Webster, Woodbury and Wright; and the
state of Nebraska.

District 4:

The lowa counties of Appancose, Benton, Black Hawk, Buchanan, Cedar,
Clinton, Davis, Delaware, Des Moines, Dubuque, Grundy, Hardin, Henry,
Towa, Jackson, Jasper, Jefferson, Johnson, Jones; Lee, Linn, Louisa, Keokuk,

Mabhaska, Marshall, Monroe, Muscatine, Poweshiek, Scott, Story, Tama, Van
Buren, Wapello and Washington; and the state of Illinois.

District A:

The Towa counties of Allamakee, Bremer, Buena Vista, Bremer, Cerro Gordo,
Cherokee, Chickasaw, Clay, Dickinson, Emmet, Floyd, Franklin, Hancock,
Howard, Humboldt; Kossuth, Lyon, Mitchell, O'Brien, Osceola, Palo Alto,
Plymouth, Pocahontas, Sioux, Winnebago, Wright, Worth and Winneshiek;
and the states of Minnesota and Wisconsin.

District B:

The Iowa counties of Adair, Adams, Appanoose, Audubon, Benton, Black
Hawk, Boone, Buchanan, Calhoun, Carroll, Cass, Cedar, Clarke, Clayton,

" . Clinton, Crawford, Dallas, Davis, Decatur, Delaware, Des Moines, Dubuque,
Fayette, Freemont, Greene, Grundy, Guthrie, Hamilton, Hardin, Harrison,
Henry, Ida, lowa, Jackson, Jasper, Jefferson, Johnson, Jones, Keokuk, Lee,
Linn, Louisa, Lucas, Madison, Mahaska, Marion, Marshall, Mills, Monona,
Monroe, Montgomery, Muscatine, Page, Polk, Pottawattamie, Poweshiek,
Ringgold, Sac, Scott, Shelby, Story, Tama, Taylor, Union, Van Buren,
Wapello, Warren, Washington, Wayne, Webster and Woodbury; and the
states of Nebraska and [llinois.

In order to carry out the requirements of Article VII, Section 6, of the Articles of
Incorporation that director districts be reapportioned from time to time so that the districts contain as
nearly as possible an equal number of shareholders of the corporation, the President shall at Jeast one
hundred eighty (180) days before the annual mecting of members to be held in 2009 and every third
year thereafter appoint a redistricting committee to consist of three (3) members of the Board of




Directors. Such redistricting committce may require the assistance of such officers and employees of
~ the Corporation and employ such other persons as it deems necessary to accomplish its duties.

The function and duty of the redistricting comm:ttce shall be to formulate producer-dlrector
and manager-director districts having as nearly equal numbers of shareholders and to make its
recommendation to the Board of Directors for its approval not later than one hundred twenty (120)
days prior to the annual meeting of members referred to above. The Board of Directors shall receive
the report of the redistricting committee and determine the district boundaries by accepting or
amending such report not later than ninety (90) days prior to such annual meeting. The report as so
approved or amended shall constitute an amendment to Section 2 of this Article IV and shall apply to
directors elected at the ensuing annual meetmg and thereafter until the district boundaries are again
changed

SECTION 4. QUALIFICATIONS. To be eligible to be a producer-director, a nominee
~ must be an active agricultural producer, an active member of a local Class A shareholder, not over
the age of sixty-five (65) on the date of election, and a resident of the district from which he is a
nominee. All producer-directors must be and remain residents in the district from-which they are
elected, excepting only those incumbent directors whose district is changed during a term of office.
“In the event a district is changed during the term of an incumbent director thereby making him
_ineligible to be elected from that district, he shall nevertheless continue to serve the remainder of the
- term to which he was elected.

Tobe eligible to be manager-director, a nominee must be a manager of a Class A shareholder
whose principal place of business is located in the district from which he is a nominee, be a member
or officer of such Class A sharcholder and be not over the age of sixty-five (65) on the date of

election. All manager-directors must be and remain managers of a Class A shareholder having its

principal place of business in the district from which the manager-director is elected and be a
member or officer of such Class A shareholder. '

SECTION 5. NOMINATION. At least ninety (90) days before each annual meeting of the

members, the President shall appoint a three (3) member nominating committee for each producer-

director district and for each manager-director district from which a director is to be elected to.

submit the names of nominees for directors to be elected at such meeting. Each district nominating
committee shall select at least two (2) qualified nominees for each vacancy and shall certify said
nominees to the President and Secretary of the Corporation at least sixty (60) days prior to the annual
meeting. One of the nominees shall be the incumbent dircctor which holds the directorship for the
respective vacancy provided that such incumbent director is qualified and desires to serve. The
notice of the annual meeting shall set forth the names and addresses of the nominees selected by each
of the district nominating committees. Nominations for directors may not be made from the floor at
any meeting of the members.

SECTION 6. ELECTION OF DIRECTORS. Election of directors shall be by distficts.
The authorized representatives of the Class A shareholders located in each district from which a
director is to be elected shall be eligible to vote. A majority of all votes cast shall be required to elect.

Proper minutes of each district meeting shall be maintained and incorporated as part of the minutes



of the annual meeting of shareholders. At each district meeting, a quorum of thirty percent (30%) of
the Class A shareholders located in such district shall be required. The nominee receiving a majority
of all votes cast shall be elected. Voting may be via voice vote, or, if any authorized representative
demands, by secret ballot. In the event the district fails to elect a director for any reason, the
incumbent director shall continue to serve as a director until his successor is elected. Certification of
election results shall be made by the President immediately following the election. For purposes of
determining in which district a Class A sharcholder is entitled to vote for the election of directors, a
Class A sharcholder shall be deemed to be located in the district in which the Class A shareholder's

principal place of business is located.

SECTION 7. TERM OF OFFICE OF DIRECTORS. Each director elected by the
sharcholders shall be elected to serve for a period of three (3) years and until his successor is elected
and qualified or until his death, resignation or removal.

SECTION 8. REMOVAL. A director shall be subject to removal at a meeting of the Class
A shareholders called for that purpose by the vote of a majority of the Class A shareholders of the
Corporation. A director may likewise be removed by a vote of a majority of all Class A shareholders

" in such director's district at a district meeting of the Class A shareholders of such director's district

called for the purpose of the removal of such director. The vacancy created by the removal of a -
director shall be filled by the Board of Directors appointing, by a majority vote of the remaining
directors though less than a guorum, an eligible person from such removed director’s district to fill
the vacancy resulting from such removal until the next annual meeting of the members or until the

" next district meeting of the members of such district which is called for the purposes of electing 2

person to fill such vacancy, whichever is earlier. The election by the members of the applicable

. district of the person to fill the vacancy created by the removal of a director, as provided above, shall

be done in the same manner as provided for in the Articles of Incorporation and Bylaws for the
election of directors generally.

SECTION 9. RESIGNATION. Any director may resign at any lime by giving written
notice to the President or to the Secretary of the Corporation. The resignation of any director shall
take effect upon receipt of notice thereof or at such later date as shall be specified in such notice; and
unless otherwise specified therein, the acceptance of such resignation shall not be necessary to make

it effective.

SECTION 10. VACANCY. Any vacancy occurring in the Board of Directors through

. death, resignation, or any cause other than removal may be filled by the affirmative vote of a

majority of the remaining directors though less than a quorum of the Board of Directors. A director
_elected to fill a vacancy shall be elected to hold office for the remainder of the unexpired term. A
vacancy in the office of director shall occur: (1) if a producer-director moves from the district from
which he was elected or (2) if a manager-director ceases to be a general manager, and a member or
officer of the Class A shareholder of which he is general manager, in the district from which he was

elected.

SECTION 11. QUORUM. A majority of the number of directors then holding office shall
constitute a quorum for the transaction of business; but, if any meeting of the Board of Directors




there shall be less than a quorum present, a majority of the directors present may adjourn the meeting

- from time to time unti! a quorum shall be present. Notice of any adjourned meeting need not be

given at any meeting of the Board of Directors. The act of a majority of the directors present at a

~ meeting at which a quorum is present shall be the act of the Board of Directors unless a greater
number is required by law or the Articles of Incorporation or these Bylaws. '

, SECTION 12, COMPENSATION OF DIRECTORS. Directors shall be entitled to be
~ reimbursed for expenses paid by them on account of attendance at any regular or special meeting of
-the Board of Directors or any committee of the Board of Directors, and the Board of Directors may
provide that the Corporation shall pay each director such compensation for his services asa director
as may be fixed from time to time by resolution of the Board of Directors adopted at any regular
meeting of the Board of Directors. '

SECTION 13. DIRECTOR'S ASSENT ASSUMED. A director of the Corporation who is
present at a meeting of its Board of Directors at which action on any matter is taken shall be
presumed to have assented to the action taken unless his dissent shall be entered in the minutes of the

- meeting or unless he shall file his written dissent to such action with the person acting as the
Secretary of the meeting before the adjournment thereof or shall forward such dissent by registered
or certified mail to the Secretary of the Corporation immediately after the adjournment of the
‘meeting. Such right to dissent shall not apply to a director who voted in favor of such aciion.

' SECTION 14. BOARD MEETINGS. The annua! meeting of the Board of Directors shall

be held following the annual meeting of shareholders at a time and place announced by the President.
' Other meetings of the Board of Directors, regular and special, shall be held from time to time, at the

. office of the Corporation or elsewhere as may be specified in the call for the meeting. Regular

meetings shall be held at such times as the Board of Directors may direct without notice; provided,

however, that the Board of Directors shall meet at least once every month. Special meetings of the

Board of Directors shail be held upon call of the President or upon written request of five (3)
members of the Board of Directors at a time and place to be specified in the call. Notice of any
* special meeting shall be given at least two (2) days prior to the meeting Notice may be

- communicated in person, by mail, or other method of delivery, or by telephone, voice mail or other -

~ electronic means. If mailed, such notice shall be deemed to be delivered when deposited in the
United States mail so addressed, with postage thereon prepaid. If notice be given by telegram, such

. notice shall be deemed to be delivered when the telegram is delivered to the telegraph company. If -

notice is given by electonic means, such notice shall be deemed given when electronically
transmitted to the director in the manner authorized by the director. Any director may waive notice
of any meeting. The attendance of a director at a meeting shall constitute a waiver of notice of such
meeting, except where a director attends a meeting for the purpose of objecting to the transaction of
any business because the meeting is not lawfully called or convened. Neither the business to be

_transacted at, nor the purpose of, any regular or special meeting of the Board of Directors need be
specified in the notice or waiver of notice of such meeting.

SECTION 15. TELEPHONIC MEETINGS. Members of the Board of Directors or any
committee designated by the Board of Directors, may participate in a regular or special meeting of
the Board of Directors or such commiitee through the use of any means of communication by which




all directors participating are able to simultaneously hear each other during the meeting. A director
participating in a meeting pursuant to this section is deemed to be present in person at the meeting.

SECTION 16. ACTION WITHOUT A MEETING. Any action required or permitted by -
law to be taken at a meeting of the Board of Directors may be taken without a meeting if the action is
taken by all members of the Board of Directors and if one or more consents in writing describing the
actions so taken shall be signed by each director then in office and filed with the corporate records

" reflecting the action taken. Action taken under this section is effective when the last director signs -

the consent, unless the consent specifies a different effective date. A consent signed pursuant to this
section is deemed to have the same effect as a meeting vote and may be described as such in any
document.

SECTION 17. COMMITTEES. There is hereby established an Executive Committee of |

. the Board of Directors consisting of the President, who shall also serve as chairman of such

committee, the Vice-President and Secretary . The Executive Committee, except as otherwise
provided by resolution or in these Bylaws, shall have and exercise the powers of the Board of
Directors in the management of the business and affairs of the Corporation in the interim between
meetings of the Board of Directors, except the power to fill vacancies in its own membership or in
the Board of Dircctors or to amend Bylaws. The Executive Committee shall fix its own rules
governing the conduct of its activities. Minutes shall be kept of all Executive Commitiee meetings.

In addition, the Board of Directors by resolution adopted by the affirmative vote of a majority
of the number of directors then in office may establish one (1) or more other committees, cach
committee to consist of three (3) or more directors elected by the Board of Directors. Any such
committee shall serve at the will of the Board of Directors. Each such committee shall have the
power and duties delegated to it by the Board of Directors. Each such committee shall elect a
chairman and secretary and fix its-own rules govemmg the conduct of its activities. Minutes shall be

* kept of all committee meetings.

SECTION 18. MARKETING AGREEMENTS. The Board of Directors shall have the
power on behalf of the Corporation to make, deliver, and execute marketing agreements with its
several shareholder-corporations providing for the orderly marketing of all or some specified amount
of the grain of such members and their producer-shareholders upon a cooperative marketing basis.
The Corporation shall have the sole responsibility to market the grain covered by the marketing
agreement in such manner as to best utilize the facilities of its member-corporations and of this
Association. The Board of Directors shall have the authority to participate in any federal program,

- including, but not limited to, the Commodity Credit Corporation program for price support of certain

commodities.

ARTICLE V. OFFICERS

SECTION 1. OFFICERS. The directors shall elect from their own number the executive
officers of the Corporation a President, one (1) or more Vice Presidents (the number thereof to be
determined by the Board of Directors), a Secretary, and a Treasurer. The office of Secretary and



Treasurer may be combined and the incumbent known as Secretary-Treasurer. Two (2) or more

. offices may be held by the same person except the President may not hold any other office.

SECTION 2. ELECTION AND TERM OF OFFICE. The officers of the Corporation to
- be elected by the Board of Directors shall be elected annually by the Board of Directors at the first
" meeting of the Board of Directors held after each annual meeting of the sharcholders. If the election
of officers shall not be held at such meeting, such election shall be held as soon thereafter as
conveniently may be. Each officer shall hold office until his successor shall have been duly elected
and shall have qualified or until his death or until he shall resign or shall have been removed in the
manner hereinafter provided. ' : :

SECTION 3. REMOVAL, Any officer or agent may be removed by the Board of Directors

. whenever in its judgment the best interests of the Corporation will be scrved thereby, but such

removal shall be without prejudice to the contract rights, if any, of the person so removed. Election
or appointment of any officer or agent shall not of itself create contract rights. An officer may also
be removed by the Class A shareholders in the manner provided in Section 499.38 of the Code of
Towa. :

SECTION 4. RESIGNATIONS. Any officer may resign at any time by giving written
notice of such resignation to the President or to the Secretary. Any such resignation shall take effect
upon receipt of such notice or at any later time specified therein; and, unless otherwise specified
therein, the acceptance of such resignation shall not be necessary to make it effective. :

SECTION 7. POWERS AND DUTIES OF THE VICE-PRESIDENTS. In the absence
of the President or in the event of his death, inability, or refusal to act, the Vice-President, who was
selected by the Board of Directors from their own number, shall perform the duties of the President
and when so acting shall have all the powers of and be subject to all the restrictions upon the
President. Any Vice-President may sign, with the Secretary or Assistant Secretary or Treasurer or
Assistant Treasurer, certificates for membership in the Corporation and shall perform such other
duties and have such authority as from time to time may be assigned to him by the President or by
‘the Board of Directors. _ , : '

SECTION 8. POWERS AND DUTIES OF THE SECRETARY. The Secretary shall (i)

" keep minites of all meetings of the shareholders and of the Board of Directors in books prdvi_ded for

that purpose and read such minutes at the proper subsequent meeting; (ii) attend to giving and
serving all notices of the Corporation as provided by these Bylaws or as required by law; (iii) be
custodian of the corporate seal, if any, the stock certificate books and such other books, records, and
papers as the Board of Directors may direct and shall affix the corporate seal (if any) to all stock
certificates and to all documents on which such seal is deemed necessary or proper, the exccution of

~which on behalf of the Corporation is duly authorized; (iv) keep a shareholder's record and
subscriber's record showing the names of all shareholders of the Corporation and their post office
addresses as furnished by each member; (v) sign with the President or a Vice-President stock
certificates of the Corporation, the issuance of which shall have been duly authorized; and (v1) in
general, perform all duties incident to the office of Secretary and such other duties as from time to
time may be assigned to him by the President or the Board of Directors.
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SECTION 9. POWERS AND DUTIES OF THE TREASURER. The Treasurer shall
perform such duties with respect to the finances of the Corporation as may from time to time be

. assigned to him by the President or Board of Directors. The Treasurer's books and accounts shall be
open at all times during business hours to the inspection of any director of the Corporation. The

Treasurer shall give bond in such form and with such sureties as shall be required by the Board of

Directors, which bond shall be purchased by and be an expense of the Corporation.

SECTION 10. OTHER OFFICERS. There shall be such number of Assistant Vice-
Presidents, Assistant Secretaries and Assistant Treasurers as the Board of Directors may from time to
time authorize and appoint. The Assistant Secretaries may sign, with the President or a Vice-
President, stock certificates of the Corporation, the issuance of which shall have been anthorized by a
resolution of the Board of Directors and may attest the signature of the President or Vice-Presidents.

The Assistant Treasurers shall, respectively, if required by the Board of Directors, give bonds for the

faithful discharge of their duties in such sums and with such sureties as the Board of Directors shall
determine, and such bonds shall be purchased by and be an expense of the Corporation. The
Assistant Vice-Presidents, Assistant Secretaries and Assistant Treasurers, in general, shal} perform
such other duties as shall be assigned to them by the Vice-President, the Secretary or the Treasurer,
respectively, or by the President or the Board of Directors. '

SECTION 11. CHIEF EXECUTIVE OFFICER. Board of Directors may employ a Chief

. Executive Officer and may require him to give a bond purchased by and at the expense of the

Corporation. The Chief Executive Officer shall perform such duties and shall exercise such

‘authority as the Board of Directors may from time to time vest in him. Under the general supervision

of the Board of Directors, the Chief Executive Officer shall have general charge of the ordinary and
usual business operations of the Corporation. He shall render annual and other statements in form
and manner prescribed by the Board of Directors. He shall employ, supervise and discharge any and
all employees of the Corporation. Subject to the direction of the Board of Directors and the -
President, he shall have the power to direct or control litigation in which the Corporation may be
employed or interested and employ its counsel therein. He shall have authority to sign, execute and
acknowledge all contracts, deeds, mortgages, bonds, leases or other obligations on behalf of the
Corporation as he may deem necessary or proper to be executed in the course of the Corporation's

- regular business or in connection with other transactions which are authorized by the Board of

Directors. He may sign, in the name of the Corporation, reports and all other documents or
instruments which are necessary or proper to be executed in the course of the Corporation's business.

ARTICLE VI. PATRONAGE ALLOCATION TAXABILITY

Each entity which hereafier applies for and is accepted to membership in this Corporation and
each member of this Corporation on March 1, 1963, which continues as a member after such date,
shall, by such act alone, consent that the amounts of any distributions with respect to its patronage
occurring after February 28, 1963, which are made in written notices of allocation (as outlined in 26
U.S.C. Section 1388) and which are received by it from the Corporation, will be taken into account
by it at their stated dollar amounts in the manner provided in 26 U.S.C. Section 1385(a) in the taxable
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“year in which such written notices of allocations are received by it. Written notification of and a
copy of this section of the provision shall be given to each shareholder and prospective shareholders
before it becomes a sharcholder of the Corporation.

ARTICLE VII. TREATMENT OF LOSSES

The Board of Directors, or the Executive Committee thereof, shall treat losses of. the
Corporation for any fiscal year in any manner permitied for federal income tax purposes by the
Internal Revenue Service or the regulations issued thereby, including, without limitation, any ofthe
following if then permitted:

(1) - making an assessment against the patrons of the Corporation proportionate to the
' - amount of business done with the Corporation during the fiscal year in which the loss
occurred; provided, however, that this clause shall not be construed in a manner

which will cause the members to be liable for the debts of the Corporation except to

the extent of unpaid amounts on common stock subscribed for by the shareholder;

(2) . establishingan account receivable on the books of the Corporation from the patron
proportionate to the amount of business done with the Corporation during the fiscal
. year in which the loss occurred, provided that this clause shall not be construed to be
in a manner which will cause the shareholders to be liable for the debts of the
Corporation except to the extent of unpaid amounts on common stock subscribed for

by the shareholder; |

(3) canceling outstanding patronage credited to the account of any patron or preferred
stock issued for patronage dividends held by a patron proportionate to the amount of
business done with the Corporation in the yéar in which the loss occurred;

4 canceling any reserve or surplus account which may be held on the books of the
Corporation which is available for application against such losses; and

(5) - carryingthe loss forward for one (1) year as a net operating loss from the department
of the Corporation in which the loss occurred, but only if such loss carried forward
does not prove inequitable to the patrons of the Corporation.

" ARTICLE VIII. CANCELLATION OF MEMBERSHIP

Afier providing notice and opportunity for hearing to a sharcholder, the Board of Directors,
upon a unanimous vote of all members of the Board of Directors, may cance! the membership of any
common sharcholder and have the shareholder expelled if any of the following actions is found to
. have occurred: (1) if the shareholder has attempted to transfer its common stock in violation of the

Articles of Incorporation; (2) if the shareliolder has willfully failed to deliver grain or other products
dealt in by the Corporation or otherwise has willfully defaulted in performance on an oral or written
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contract with the Corporation; (3) if the sharcholder has willfully dealt with the Corporation in a

manner indicating a lack of good faith on the part of the shareholder; or (4) if the shareholder has

~ willfully failed to pay its account when due, after being given due and timely notice of the amount

unpaid. If a holder of common stock fails to patronize the Corporation for three (3) consecutive
fiscal years of the Corporation or if a holder of common stock fails to do at least One Hundred
Thousand Dollars ($100,000.00) of business with the Corporation during any three (3) consecutive
fiscal years of the Corporation, the Board of Directors may, by a majority vote of the entire Board of
Directors, expel the shareholder and, in the event the shareholder is expelled (i) such shareholder's
common stock shall be canceled, and, (ii) the Corporation shall pay to such shareholder the value of
the shareholder's common stock, but not more than its issuing price, within sixty (60) days thereafter.

~ ARTICLE IX. DISTRIBUTION OF EARNINGS

SECTION 1. The Board of Directors shall annually dispose of the eamings of this
~ Corporation in excess of its operating expenses as follows:

(1) - Provide a reasonable reserve for bad debts, contingent losses or expenses,
' depreciation, and obsolescence, as may be allowable for income tax purposes, to be
finally determined as of the close of each year by the President and/or the Chief
Executive Officer, and the auditor, whose decision shall be final unless modified for
good cause by the Board of Directors within twenty (20) days after the audit is
reported. No contingent losses or expenses shall be the subject of any reserve unless,
_for cause determined by the Board of Directors and entered on its members before the
‘end of the fiscal year, such reserve are found required or warranted by special
situations which make such losses or expenses imminent and require a provision for
them in exercise of sound business practices, and then only in such reasonable sum as

may be found to be there required and entercd of record in the minutes.

(2) At least ten percent (10%) of the remaining earnings must be added to surplus until
surplus equals the greater of either (i) thirty percent (30%) of the total of all capital
paid in for capital stock of all classes, plus all unpaid patronage dividends, plus

- certificates of indebtedness payable upon liquidation, plus the aggregate of all
_ earnings from non-member business, plus regional deferred patronage dividends held
by the Association (such regional deferred patronage dividends being deemed to be
the earnings of the Corporation from such source), or (ii} One Thousand Dollars
($1,000.00). No additions shall be madé to surplus whenever it exceeds fifty percent
(50%) of the total described in (i) of the preceding sentence or One Thousand Dollars
($1,000.00) whichever is greater, without the approval of the Class A shareholders.. -

3) An educational fund may be provided in an amount of not less than onc percent (1%)
and not more than five percent (5%) of the net earnings of the Corporation after the
establishment of the reserves set forth herein. The Board of Directors shall order
such fund to be created during the first thirty (30) days of the fiscal year, and said

13




fund may be used as the directors deem -suitable for teachmg or promotmg
cooperation.

| [C)) Ne dividends will be paid or allowed on common or preferred stock, as such; but the
holders of common stock shall participate in the allocation of patronage dividends.

{5) All remaining net earnings shall be and are hereby allocated to a revolving fund and
credited to the account of each shareholder, in proportion to its patronage.

- (6) The revolving fund and the surplus shall be distributed to those to whom the same
belong in the same time and manner as provided by Sections 499.30 and 499.48 of
the Code of Iowa, so that all business and activities of this Corporation shall be

conducted on a cooperative basis without profit or financial gain to it and so as to

procure for its shareholder the highest return for their products

SECTION 2. The net earnings of the Corporation and the business each shareholder has done
with the Corporation may in the discretion of the Board of Directors, from time to time, be calculated
according to the departments or branches of the Corporation and net eamings from each such
department or branch allocated to each member on the basis of the business such shareholder has
done with the particular department or branch after charging each branch or department such portion

of the expenses of the Corporation which, in the judgment of the Board of Directors, is fair and

. reasonable. If the Board of Directors so determines, business done by the shareholders of the .

Corporation with any entity treated as a partnership for federal income tax purposes in which the
Corporation has an investment, including but not limited to AGRI-Bunge L.L.C. (a venture of the
Corporation and Bunge North America, Inc.), shall be deemed to be business done with the
Corporation and earnings and related income and distributions of such entity may be treated as a
separate department or branch of the Corporation, and net earnings allocated to each member on the
basis of the business such shareholder has done w1th such entity.

ARTICLE X. CONTRACTS LOANS, CHECKS, AND DEPOSITS

SECTION 1. CONTRACTS. The Board of Directors may authorize any officer or officers,
agent or agents, to enter into any contract or execute and deliver any instrument in the name of and
on behalf of the Corporation and such authority may be general or confined to specific instances.

SECTION 2. LOANS. No loans shall be contracted on behalf of the Corporation, and no
~ evidences of indebtedness shall be issued in its name unless authorized by a resolution of the Board
of Directors. Such authority may be general or confined to specific instances.

SECTION 3. CHECKS, DRAFTS, OR OTHER ORDERS. All checks, drafts, or other
orders for the payment of money, notes, or other evidences of indebtedness issued in the name of the
Corporation shall be signed by such officer or officers, agent or agents of the Corporation and in
" such manner as shall from time to time be determined by resolution of the Board of Directors.
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SECTION 4. DEPOSITS. All funds of the Corporation not otherwise employed shall be
deposited from time to time to the credit of the Corporation in such banks, trust companies, or other
depositories as the Board of Directors may select.

ARTICLE XI. MISCELLANEOUS PROVISIONS

SECTION 1. VOTING OF STOCKS OWNED BY THE CORPORATION. In the
absence of a resolution of the Board of Directors to the contrary, the President of the Corporation,
Chief Executive Officer, or any Vice President acting within the scope of his authority as provided in
these Bylaws, is authorized and empowered on behalf of the Corporation to attend, vote, and grant
discretionary proxies to be used at any meeting of members or shareholders of any association or

" corporation in which this Corporation holds or owns shares of stock or membership interests and, in

that connection, on behalf of the Corporation, to execute a waiver of notice of any such meeting.
The Board of Directors shall have authority to designate any officer or person as a proxy or attorney- -

_in-fact to vote shares of stock or membership interest in any other corporation or association in
which this Corporation own or hold shares of stock or a membership interest.

 SECTION 2. INDEMNIFICATION OF DIRECTORS AND OFFICERS.

a. ‘Indemnity. The Corporation shall indemnify and advance expenses to any person who
was or is a party to or is threatened to be made a party to any threatened, pending or completed
claim, action, suit or proceeding, whether civil, criminal, administrative or investigative {(including a
grand juryproceeding) and whether formal or informal, by reason of the fact that such person (i) is or
was a directoror officer of the Corporation, or (ii) while a director or officer of the Corporation, is or

' was serving at the request of the Corporation as a director, officer, employee, agent, partner or trusiee

(or in a similar capacity) of another corporation, partnership, joint venture, trust, other enterprise, or

* employee benefit plan, to the maximum extent it is empowered to indemnify and advance expenses
~ to a director by Part E of Division VIII of the lowa Business Corporation Act, lowa Code Chapter

490, as the same cxists or may hereafter be amended or changed (but, in the case of any such
amendment or change, only to the extent that such amendment or change empowers the Corporation
to provide broader indemnification than said law empowered the Corporation to provide prior to

" - such amendment or change), against reasonable expenses (including attorneys’ fees), judgments,
. fines, penalties, including an excise tax assessed with respect to an employee benefit plan, and

amounts paid in settlement actually and reasonably incurred by such person in connection with such
claim, action, suit or proceeding or any appeal thereof; provided, however, that except as provided in

-~ paragraph (b) of this Section of these Bylaws with respect to proceedings seeking to enforce rights of

indemnification, entitlement to such indemnification shall be conditional upon the Corporation being
afforded the opportunity to participate directly on behalf of such person in such claim, action, suit or
proceeding or any settlement discussions relating thereto, and with respect to any settlement or other
nonadjudicated disposition of any threatened or pending claim, action, suit or proceeding,
entitlement to indemnification shall be further conditional upon the prior approval by the
Corporation of the proposed settlement or nonadjudicated disposition.
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The determination that a director has met the relevant standard of conduct shall be made in
one of the following manners:

(i) By a majority vote of al} disinterested directors if there are two or more disinterested
" directors, a majority of whom shall for such purpose constitute a quorum. '

‘ (ii) By a majority of the members of a committee of two or more disinterested directors
- appointed by a vote of the board of directors in accordance with subparagraph (1) above.

(iii) By special legal counsel:

(A)  selected by the board of directors in accordance with subparagraphs (D or (u)
: above; or

(B) ifthere are fewer than two disinterested directors, by the board of directors, in
which case those directors who do not qualify as disinterested directors may
participate in the voting on the selection.

~ (iv) By the sharcholders, but shares owned by or voted under the control of a director who at
. the time does not qualify as a disinterested director shall not be voted on the determination.

A disinterested director is a director who, at the time of a vote referred to above, is neithera
party to the proceeding nor an individual having a familial, financial, professional, or employment
relationship with the director whose indemnification or advance for expenses is the subject of the
decision being made, which relationship would, in the circumstances, reasonably be expected to
exert an influence on the director’s judgment when voiing on the decision being made.

Approval or disapproval by the Corporation of any proposed settlement or other nonadjudi-
" cated disposition shall not subject the Corporation to any liability to or require indemnification or
reimbursement of any party whom the Corporation would not otherwise have been required to
indemnify or reimburse. The right to indemnification conferred in this Article shall include the right
_to payment or reimbursement by the Corporation of reasonable expenses incurred in connection with
. -any such claim, action, suit or proceeding in advance of its final disposition; provided, however, that
the payment or reimbursement of such expenses in advance of the final disposition of such claim,
action, suit or proceeding shall be made only upon (a) delivery to the Corporation of a written
undertaking, by or on behalf of the person claiming indemnification under this Section fo repay all
amounts so advanced if (i) the director is not entitled to mandatory indemnification under Iowa Code
Chapters 490, or (ii) it shall ultimately be determined under the Iowa Code Chapter 490 that such
person is not entitled to be indemnified under this Section or otherwise, or (b) delivery to the
Corporation of a written affirmation of such person’s good faith belief that (i) such person has met
the relevant standard of conduct necessary to require indemnification by the Corporation pursuant to
~this Section or otherwise, or (ii) the proceeding involved conduct for which liability has been
eliminated under a provision of the Articles of Incorporation, or (c) a determination that the facts
then known to those making the determination would not preclude indemnification under this
Sectlon
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b. Payment. Any indemnification or advancement of expenses required under this Section

' shall be made promptly upon, and in any event within thirty (30) days after, the written request of the
_ person entitled thereto. If the Corporation denies a written request for indemnity or advancement of

expenses, in whole or in part, or if payment in full pursuant to such request is not made within thirty
(30) days of the date such request is received by the Corporation, the person seeking indemnification
or advancement of expenses as granted by this Section may at any time within the applicable statute

of limitations bring suit against the Corporation in any court of competent jurisdiction to establish

such person’s right to indemnity or advancement of expenses. Such person’s costs and expenses

_ incurred in connection with successfully establishing his or her right to indemnification in any such

action or proceeding shall also be indemnified by the Corporation. It shall be a defense to any action

. brought against the Corporation to compel indemnification (other than an action brought to enforce a

claim for the advancement of expenses pursuant (o this Section where the written affirmation of good

faith or the undertaking to repay as required above has been received by the Corporation) that the

claimant has not met the standard of conduct set forth in Section 490.851 or 490.856 of the lowa
Business Corporation Act, as applicable, but the burden of proving such defense shail be on the
Corporation. Neither (a) the failure of the Corporation (including its board of directors, committee,
special legal counsel or the sharcholders) to have made a determination prior fo the commencement
of such action that indemnification of the claimant is proper in the circumstances because he or she
has met the applicable standard of conduct set forth in Section 490.851 or 490.856 of the Iowa

- Business Corporation Act, as applicable nor (b) the fact that there has been an actual determination

by the Corporation (including its board of dircctors, committee, special Jegal counsel or the
shareholders) that the claimant has not met such applicable standard of conduct, shall create a
presumption that the claimant has not met the applicable standard of conduct. In the event that the
applicable standard of conduct has been met as to some claims, actions, suits or proceedings, but not
‘as 10 others, a person who has a right of indemnification pursuant to this Section shall be indemnified
against all expenses (including attorney fees) actually and reasonably incurred by such person in
connection with the claim, action, suit or proceeding as to which the applicable standard has been
met. Nothing contained in this section shall limit the obligation, duty or ability of the Corporation to
indemnify such person as provided elsewhere in this Section.

¢. Contract. The provisions of this Section shall be deemed a contract between the
Corporation and each director and officer who serves in such capacity at any time while this Section -

~ and the relevant provisions of the lowa Business Corporation Actand of Chapter 499 of the Code of

Jowa are in effect, and any repeal or modification of any such laws or of this Section shall not

' adversely affect any rights or obligations then existing with respect to any state of facts then or there-

tofore existing or any claim, action, suit or proceeding theretofore or thereafier brought or threatened
based in whole or in part upon any such state of facts.

d. Witnesses. The Corporation shall indemnify and advance expenses to any person who
was or is a witness in or is threatened to be made a witness in any threatened, pending or completed
claim, action, suit or proceeding, whether civil, criminal, administrative or investigative (including a
grand jury proceeding) and whether formal or informal, by reason of the fact that such person (a) is
or was a director or officer of the Corporation, or (b) while a director or officer of the Corporation, is
or was serving at the request of the Corporation as a director, officer, employee, agent, pariner or
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. trustee {or in a similar capacity) of another corporation, partnership, joint venture, trust, other
enterprise, or employee benefit plan, to the same extent that such person would be entitled to
indemnification and advancement of expenses under this Section if such person were, or were
threatened to be made, a party to such claim, action, suit or proceeding, against reasonable expenses
(mcludmg attorneys’ fees) actually and reasonably incurred by such person in connection w1th such
claim, action, suit or proceeding or any appeal thereof.

e. Applicability. This Section shall be applicable to all claims, actions, suits or proceedings |

commenced after the effective date hercof, whether arising from acts or omissions occurring before
or after the effective date hereof. Each person who is now serving or who shall hereafter serve as a
- director or officer of the Corporation shall be deemed to be doing so in reliance upon the rights of

" indemnification provided for in this Section, and such rights of indemnification shall continue astoa
" person who has ceased to be a director or officer, and shall inure to the benefit of the heirs,
exccutors, administrators and legal or personal representatives of such a person. If this Section or
any portion hereof shall be invalidated on any ground by any court of competent jurisdiction, then the
Corporation shall nevertheless indemnify each director and officer of the Corporation to the
maximum extent permitted by any applicable portion of this Section that shall not have been
invalidated.

f. Initiation of Claims. Notwithstanding anything in this Section to the contrary, except with
respect to proceedings initiated to enforce rights of indemnification to which such person is entitled
under this Section or otherwise, the Corporation shall indemnify any such person in connection with
a claim, action, suit or proceeding {or part thereof) initiated by such person only if the initiation of
such claim, action, suit or proceeding (or part thereof) was authorized by the board of directors.

g. Insurance. The Corporation may purchase and maintain insurance, at its expense, 10
protect itself and any person who is or was a director, officer, employee or agent of the Corporation,
or is or was serving at the request of the Corporation as a director, officer, partner, trustee, employee
or agent of another corporation, partnership, joint venture, trust, other enterprise, or employee benefit
plan against any liability asscrted against such person and incurred by such person in such capacity,
or arising out of such person’s status as such, whether or not the Corporation would have the power
‘to indemnify such person against such liability under the provisions. of this Section, the lowa
‘Business Corporation Act, Chapter 499 of the Code of lowa or otherwise. The Corporation may
create a trust fund, grant a security interest and/or use other means (including, without limitation,
letters of credit, surety bonds and/or similar arrangements), as well as enter into contracis providing
for indemnification to the maximum extent permitted by law and including as part thereof any or all
of the foregoing, to ensure the payment of such sums as may become necessary to effect full
indemnification. The Corporation’s obligation to make indemnification and pay expenses pursuant
to this Section shall be in excess of any insurance purchased and maintained by the Corporation and
such insurance shall be primary. To the extent that indemnity or expenses of a person entitled to
indemnification and payment of expenses pursuant to this Section are paid on behalf of or to such
person by such insurance such payments shall be deemed to be in satisfaction of the Corporation’s

obligation to such person to make indemnification and pay expenses pursuant to this Section.
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SECTION 3. TRANSACTIONS IN WHICH OFFICERS AND DIRECTORS ARE
INTERESTED. An officer or director of this Corporation shall not be disqualified by his office
from dealing or contracting with this Corporation either as a vendor, purchaser, or otherwise, nor
shall any transaction or contract of this Corporation be void or voidable by reason of the fact that any
officer or director of any firm of which any officer or director is a member or any corporation or
association of which an officer or director is a shareholder, officer, or director, is in any way
interested in such transaction or contract; provided, that after such intercst shatl have been disclosed,
such transaction or contract is or shall be authorized, ratified, or approved by a vote of a majority of a
quorum of the Board of Directors without counting in such majority or quorum any director so
interested or any director who is a member of a firm so interested or a shareholder, officer, or
director of a corporation or association so interested; nor shall any officer or director be liable to
account to this Corporation for any profits realized by or from or through any such transaction or-
contract of this Corporation authorized, ratified, or approved as aforesaid by reason of the fact that

 he, or any firm of which he is a member or any corporation or association of which he is a
* shareholder, officer, or director, was interested in such transaction or contract. Nothing herein

contained shall create liability in the events above described to prevent the authorization, ratification,
or approval of such contracts in any other manner provided by law. .

Transactions between any officer or director of this Corporation or any corporation,
association, or firm in which any officer or director is a member, shareholder, officer, director, or
employee, for the purchase or sale of goods, commodities, or services of this Corporation, in the
ordinary course of this Corporation's business at the prevailing market prices established by this
Corporation in effect at the time the goods, commodities, or services arc contracted are hereby
approved without further action of the Board of Directors.

SECTION 4. EXECUTION OF CERTIFICATES. The certificates for shares of commeon
stock of the Corporation shall be numbered in the order in which they shall be issued and shall be

_ signed by the President or a Vice President and the Secretary or an Assistant Secretary of the

Corporation and may be scaled with the seal of the Corporation (if any) or a facsimile thereof.

ARTICLE XII. AMENDMENTS OF BYLAWS

_ Any of the Bylaws (regardless of by whom originally adopted, altered, amended or repealed)
may be altered, amended or repealed or added to by the affirmative vote of seventy-five percent
(75%) of the directors at any regular meeting of the Board of Directors or at a special meeting called
for that purpose. The Bylaws may also be altered, amended or repealed at any annual or special

" meeting of the Class A shareholders by the affirmative vote of seventy-five percent (75%) of the .

Class A shareholders, provided, that a copy of the proposed amendment shail have been mailed or
delivered to each Class A shareholder at least ten (10) days prior to such meeting. Proposals by the
Class A shareholders to adopt, alter, amend, or repeal Bylaws by the vote of the Class A sharcholders
shall be presented to the Corporation's registered office for mailing to the Class A sharcholders at
least twenty (20) days prior to the meeting at which the proposed change is to be considered. .
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INDEPENDENT AUDITOR'S REPORT

Board of Directors
American Grain and Related Industries and subsidiaries

We have audited the accompanying consolidated balance sheets of American Grain and Related Industries
and subsidiaries as of August 31, 2006 and 2005 and the related consolidated statements of operations,
changes in members’ equity, and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Company's management. Our responsibility is to express an opinion
on these financial statements based on our audits. We did not audit the financial statements
of AGRI-Bunge, LLC, a joint venture. The Company’s investment in the joint venture represcnts
$2,532,083 and $1,164,067 of the Company’s total assets as of August 31, 2006 and 2005, respectively.
The Company’s equity in the net income of the joint venture was $1,368,016 and $759,581 for the years
ended August 31, 2006 and 2005, respectively. The financial statements of AGRI-Bunge, LLC as of and for
the years ended August 31, 2006 and 2005 were audited by other auditors whose report has been furnished
to us, and our opinion, insofar as it relates to the amounts included for AGRI-Bunge, LLC, is based solely
on the report of the other auditors.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. ‘We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respecls,
the financial position of American Grain and Related Industries and subsidiaries as of August 31, 2006 and

- 2005, and the results of their operations and their cash flows for the years then ended in conformity with

accounting principles generally accepted in the United States of America.

Our audits were made for the purpose of forming an opinion on the consolidated financial statements taken
as a whole. The consolidating information on pages 18-20 is presented for purposes of additional analysis
of the consolidated financial statements rather than to present the financial position and results of operations
of the individual companies. The consolidating information has been subjected to the auditing procedures
applied in the audits of the consolidated financial statements and, in our opinion, is fairly stated in all
materia) respects in relation to the consolidated financial statements taken as a whole,

W, Yert, Clak - EL 7

West Des Moines, Jowa
December 8, 2006



AMERICAN GRAIN AND RELATED INDUSTRIES

(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES

AUGUST 3], 2006 AND 2005
ASSETS
: ) 2006 2005
CURRENT ASSETS
Cash 407,921 434,114
Short-term investments 1,912,070 1,983,192
Cash and cash equivalents 2,319,991 2,417,306
Trade receivables, net of allowance for donbtful accounts
of $83,419 for 2006 and $25,880 for 2005 6,988,906 6,258,516
Inventories 6,040,206 5,349,429
Deferred income taxes 275,000 200,000
~ Other current assets 300,272 268,127
Total Current Assets 15,924,375 14,493,378
PROPERTY AND EQUIPMENT
" Land 3,176,381 3,024,881
Buildings . 14,725,036 13,977,027
Machinery and cquipment . 20,639,551 20,770,652
Construction in process 427,301 136,204
38,968,269 37,908,764
Less accumulated depreciation 22,608,271 21,539,239
Net Property and Equipment 16,359,998 16,369,525
OTHER ASSETS ,
Investment in joint venture 2,532,083 1,164,067
- Investments in other cooperatives 1,859,552 2,241,723
Deferred income taxes 195,000 400,000
Other assets - 2,762,397 2,792,637
Total Other Assets 7,349,032 6,598,427 -

CONSOL[DATED BALANCE SHEETS -

TOTAL ASSETS

$§ 39,633,405

$ 37,461,330

~ Sce notes to consolidatd financial statements.



|i LIABILITIES AND MEMBERS' EQUITY
' d 2006 2005
N CURRENT LIABILITIES

II Disbursements in excess of bank balance $ 1,652,573 § 766,941
' Patronage refunds payable 169,008 458,012

~ Accounts payable _ 2,632,060 2,989,894

m Accrued expenscs . 1,267,430 1,473,820
Accrued income taxcs 22,950 -

Lines of credit - 2,500,000

Current maturitics of long-term debt 781,146 783,640
Total Current Liabilities ' 6,525,227 8,672,307

LONG-TERM DEBT, less current maturities 10,283,524 6,215,060
TOTAL LIABILITIES 16,808,751 15,187,367

MEMBERS® EQUITY

Preferred stock - 7,564,901 7,131,576

Common stock 975,128 1,027,697

Additional paid-in capital 182,754 31,516
Allocated loss (48) (48)

Accumulated other comprehensive income 22,894 11,158

Retaned savings 14,079,025 14,072,064

Total Members' Equity ' 22,824,654 22,273,963

' TOTAL LIABILITIES AND - |
MEMBERS' EQUITY $ 39,633,405 $ 37,461,330
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A 1 1 USTRIES
(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
CONS ED STATEMENTS OF QPERATIONS
YEARS ENDED AUGUST 31, 2006 AND 2005
2006 2005
NET OPERATING REVENUES
Revenues $ 65,559,679 $ 64,003,335
Cost of sales and direct costs 60,429,056 59,781,867
5,130,623 4,221,468
OTHER OPERATING REVENUES :
Equity in net income of joint ventures 1,368,016 759,581
Other 3,172 3,962
1,371,188 763,573
OPERATING EXPENSES
‘Divisional operating expenses 3,713,644 3,244,894
General and administrative 990,920 1,434,213
Total Operating Expenses 4,704,564 " 4,679,107
OPERATING INCOME 1,797,247 305,934
OTHER INCOME (EXPENSE)
Interest {682,836) {708,699)
Gain on disposal of property and equipment 40,375 304,249
Other non-operating income (expense), net {147,783) 230,008
: (790,244) (174,442)
SAVINGS BEFORE INCOME
TAX EXPENSE (BENEFIT) 1,007,003 131,492
- INCOME TAX EXPENSE (BENEFIT) 155,000 (10%,367)
- 'NET SAVINGS $52,003 § 232,859

See noles to consolidated financial statements.
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AMERICAN GRAIN AND RELATED INDUSTRIES

(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED AUGUST 31. 2006 AND 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Net savings .
Adjustinents to reconcile net savings to net cash

provided (used) by operating activities:

Depreciation and amortization
Write-down of investments to fair value
Equity in undistributed net income of joint ventures
‘Gain on disposal of property and equipment
Realized loss on hedging activily
Provision for doubtfis] accounts
Deferred income taxes
Patronage income not received jn cash
Change in:

Hedging account

Accounts receivable

Inventories

Accounts payable and accrued expenses

Other assets

Net cash provided (used) by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
" Direct-financing leases and notes receivable
Purchase of property and equipiment
Proceeds from sale of property and equipment
Proceeds from distributions from other cooperatives
Investment in other cooperatives
Net cash provided (used) by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES -
Increase in disbursements in cxcess of bank balance
Proceeds from long-term debt

. Proceeds from lines of credit
* Principal payments on long-terin debt
Principal payments on lines of credit
Patronage paid to members
Redemption of members' equity
' Net cash provided (used) by financing activitics

. Net decrease in cash
CASH AND CASH EQUIVALENTS, beginning of year
CASH AND CASH EQUIVALENTS, end of year

2006 2005
$ 852,003 $ 232,859
1,961,811 2,130,259
375,612 ;
(1,368,016) (759,581)
(40,375) (264,024)
43,944 115,225
66,000 43,308
130,000 (100,000)
(46,020) (66,097
(25,429) (118,552)
(796,390) (495,231)
(690,777 (181,253)
(541,214) 205,049
(37,017) (85,231)
(115,868) 656,731
. 15,907
(2,137,533 {1,995,804)
253,957 3,374,797
102,579 169,433
(50,000) ;
(1.830,997) 1,564.333
885 632 766,941
929,685 500,000
9,800,000 9,885,000
(1,663,715  (718,654)
(1,500,000)  (i3,075,000)
(1,134.046) (214.116)
531,994 (897,167)
1,849,550 03,752,996)
(97,315) (1,531,932)
2,417,306 3,949 238
$ 2319991 $ 2,417,306

See notes to consolidated financial statements.
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2006 2005
SUPPLEMENTAL DISCLOSURES
Cash paid during the year for:
Interest ‘ ' $ 931,8%0 % 793,789
Income taxes $ 2,050 § -

‘=

_




AMERICAN GRAIN AND RELATED INDUSTRIES |
(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES |

PRINCIPLES OF CONSOLIDATION — The consolidated financial statements include the accounts of
American Grain and Related Industries (a Farmer-owned Cooperative) (the Company) and its wholly-owned
subsidiaries: AGRI Acquisition (AGAC), AGRI Financial Services, Inc. (AFS), AGRI Terminal
*Corporation (ATC), Industrial & Transportation Equipment Company (ITEC), Country Properties, and Mrs.
Clark’s Foods, L.C. and subsidiary (Mrs. Clark’s). All material intercompany balances and transactions
have been eliminated in consolidation.

‘Consolidated revenues resuit primarily from the revenues of Mrs, Clark’s (99% and 98% of total revenues

* in 2006 and 2005, respectively). The 2006 and 2005 consolidated net savings are primarily from the
operations of Mrs. Clark’s and the Company’s share of net eamings from AGRI-Bunge, LLC (AGRI-
Bunge).

NATURE OF BUSINESS — The Company is organized on a cooperative basis to provide grain marketing
and other related services for its members. The majority of the Company’s members are located in Jowa.
Grain marketing services are provided through AGRI-Bunge, which is a joint venture formed by the
Company and Bunge North America, Inc. (Bunge). The Company leases facilities located on the
Mississippi River to AGRI-Bunge.

AGAC leased property and equipment to MaxYield Cooperative through July 2005, when the property and
equipment was sold to MaxYield Cooperative. AGRI holds an equity investment in MaxYield Cooperative.
AGAC was dissolved during 2006. '

AFS is a lessor of agricultural and other equipment.

‘il N Y EE T T S BN an e =

ATC provides bulk fertilizer handling and storage services. The facility is located on property adjacent to
the Company’s Fulton, lilinois, grain terminal on the Mississippi River. The ATC facility is temporarily
closed.

' ITEC provided rail car mover repair and service, industrial blasting and painting and sales of rail car movers
from a facility located in Carlisle, lowa, ITEC was an-authorized dealership for the Trackmobile brand of
equipment. The Company ceased operations in December 2003 and disposed of its remaining assets during

_ 2006. :

Country Properties operates two bed and baths located in McGregor, Iowa.

Mirs. Clark’s has plants located in Ankeny, Iowa and Hendersonville, North Carolina, where it manufactures
and markets juices, salad dressings and sauces primarily for private label retail markets.

ACCOUNTING ESTIMATES AND ASSUMPTIONS ~ The preparation of financial statements in

conformity with generally accepted accounting principles requires management to make estimates and
.assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.




AMERICAN GRAIN AND RELATED INDUSTRIES
(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

SHORT-TERM INVESTMENTS AND CREDIT RISK - Short-term investments are comprised of
various money market funds and certificates of deposit that are stated at cost, which approximate fair
value. For purposes of the consolidated statements of cash flows, the Company considers all short-
term investments to be cash equivalents. The Company had bank deposits in excess of federally

insured limits totaling approximately $1.2 million at August 31, 2006. The Company also had $1.0
million held in uninsured money market accounts at August 31, 2006.

HEDGING ACTIVITIES ~ Mrs. Clark’s generally follows a policy of hedging a portion of its
commodity oil transactions to protect and stabilize the cost of commodity oil used in production activities
from short term market fluctuations. Gains and losses from those hedge transactions are reflected in cost

~ of goods sold. For the ycars ended August 31, 2006 and 2003, total unrealized gains (losses) included in
accumulated other comprehensive income were $11,736 and ($19,076), respectively. The fair value of
the Company's hedging account at August 31, 2006 and 2005 totaled $105,112 and $111,891,
respectively, and is included in other current assets on the consolidated balance sheet, The Company
reports any unrealized hedging gains (losses) as a component of other comprehensive income.,

TRADE RECEIVABLES - Trade receivables are uncollateralized customer obligations due under
normal irade terms requiring payment within thirty days from the invoice date and are stated at the
amount billed. Payments of trade receivables are allocated to the specific invoices identified on the
customer’s remittance advice or, if unspecified, are applied to the earliest unpaid invoices. The
Company uses the allowance method to provide for doubtful accounts. Management determines the
allowance by identifying troubled accounts and by using historical experience applied to an aging of
accounts. Trade receivables are written off when deemed uncoliectible,  Recoveries of trade
receivables previously written off are recorded when received.

INVENTORIES - Inventories are stated at the lower of cost (first-in, first-out method) or market.

PROPERTY AND EQUIPMENT - Property and equipment are recorded at cost. Expenditures for
maintenance, repairs and minor replacements are charged to operations. Expenditures for major
replacements and betterments are charged to the asset accounts.

. Depreciation is computed primarily by the straight-line method over the following range of estimated
useful lives:

Years
Buildings, leasehold improvements and facilities 5-39
Machinery and equipment 3-20

ADVERTISING COSTS - Advertising costs are expensed as incurred. Advertising costs included in
divisional operating expenses totaled $47,386 and $36,310 for 2006 and 2005, respectively,

INVESTMENTS IN JOINT VENTURES -~ The Company accounts for its investments in joint ventures
by the equity method of accounting. Under the equity method, the Company’s proportionate share of net
income (loss) of the joint venture is added to (subtracted from) the investment account. Distributions
received are treated as a reduction in the investment account.




AMERICAN GRAIN AND RELATED INDUSTRIES
(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

INVESTMENTS IN OTHER COOPERATIVES - The Company’s less than 20% ownership in
nvestments in other cooperatives are stated at cost, plus nencash qualified patronage allocations, Any
entitlement to undistributed savings and nonqualified patronage refunds is recognized as income upon
- distribution or liquidation of the related entities, Investments in other cooperatives are reduced for losses
of other cooperatives only when such losses are allocated by the cooperative or when there has been a
permanent impairment of the value of the investment.

GOODWILL ~ Goodwill is tested annually for impairment using the fair value baséd.approach. No
impairment of value was identified during 2006 and 2005. At August 31, 2006 and 2005, other assets
include $2,494,161 of goodwill related to the acquisition of Mrs. Clark’s.

FAIR_VALUES - The estimated fair value of the Company’s long-term debt and line of credit
approximates their carrying value as-the applicable borrowing rates are comparable to current market
rates.

INCOME TAXES - The Company operates as a nonexempt cooperative under Sections 1381 through
1388 of the Internal Revenue Code. Accordingly, federal income taxes.are based on nonmember savings
and the portion of member savings not allocated as patronage refunds.

The Company and its wholly-owned subsidiaries file consolidated federal income tax retorns.

Deferred taxes are provided on a liability method whereby deferred tax assets are recognized. for
deductible temporary differences and operating loss and tax credit carryforwards and deferred tax

- liabilities are recognized for taxable temporary differences. Temporary differences are the differences
between the reported amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced
by a valvation allowance when, in the opinion of management, is it more likely than not that some portion
or all of the deferred 1ax assets will not be realized. Deferred tax assets and liabilities are adjusted for the
effects of changes in tax laws and rates on the date of enactment.

REVENUE RECOGNITION - Sales are recognized at the time of shipment.

SHIPPING AND HANDLING REVENUE AND EXPENSES - Shipping and handling costs are recorded
~as a component of costs of goods sold. Charges to customers for shipping and handling costs are
‘recorded as an offset to costs of goods sold.

RECLASSIFICATIONS - Certain reclassifications to the 2005 financial statements have been made to
conform to the 2006 presentation,

NOTE B - INVENTORIES

Inventories, stated at the lower of cost (first-in, first-out method) or market consisted of the following:

2006 - 2005
Ingredients § 2,765,083 $ 2,084,994
Packaging ‘ 7 1,030,273 1,020,525
Finished products : 2,244,850 2,243,910 |

$ 6,040,206 $ 5,349,429




AMERICAN GRAIN AND RELATED INDUSTRIES
(A FARMER-OWNED COOPERATIVE} AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE C - INVESTMENTS IN JOINT VENTURES

’H . Effective March 1, 2004, the Company became a member in AGRI-Bunge, LLC, which originates and
merchandises grain and oil seeds, and engages in other related activities, The agreement between the
‘members expires March 31, 2014, All profits and losses are allocated among the members according to

|m ‘agreed-upon proportionale share interests. The Company currently receives 66% of the profits and losses
and holds 50% of (he voting rights of AGRI-Bunge., :
Summary information of the joint venture in AGRI-Bunge as of August 31, 2006 and 2005, and for the
m years then ended, are as follows: ‘
. 2006 2005
Assets $ 19,147,368 $ 27,108,538
II Liabilities 15,189,667 25,223,589
Net Assets $ 3,957,701 $ 1,884,949
m Revenues $ 397,414,331 $400,209,898
Net income ' $ 2,072,752 $§ 1,150,880
W Company’s interest:
Equity in net assets - beginning of year $ 1,164,067 § 404,486
| Share of net income 1,368,016 759,581
- Equity in net assets - end of year : $ 2,532,083 $ 1,164,067

NOTE D - INVESTMENTS IN OTHER COOPERATIVES

The following is a summary of investments in other cooperatives as of August 31, 2006 and 2005:

2006 2005
i CHS, Inc, . _ $ 285,633 § 358,075
tecTERRA Food Capital Fund ' 375,612 751,223
MaxYield Cooperative : ‘ 700,000 700,000
- CoBank ‘ ‘ _ C ‘ ‘ 279,631 263,731

Oters. . . -~ ‘ 218,676 168,694
. $ 1,859,552 § 2,241,723




AMERICAN GRAIN AND RELATED INDUSTRIES
(A FARMER-QOWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE E ~ INCOME TAXES

Actual income tax expense (benefit) differs from the expected amount, based upon a federal income tax rate
of 34% in 2006 and 2005 as follows:

2006 2005

‘Expected income tax expensc $ 342381 $ 44,707
Patronage refunds to members (287,314) (155,932)

Write-down of investment to fair value 118,644 -

Patronage income allocation 45,342 126,135
Inventory valuation allowance 15,396 (96,288)
Other (79,449) {19,989
Income tax expense (benefit) 3 155,000 &  (101,367)

Deferred income taxes relating to nonpatronage sources arise from temporary differences between book and
tax basis financial statements and are primarily related to altemative depreciation methods and net operating
loss carryforwards. At August 31, 2006 and 2005, the Company had net deferred income tax assets of
approximately $470,000 and $600,000, respectively, from these temporary differences, At
August 31, 2006 and 2005, no valuation allowance was considered necessary by management. The ultimate
realization of the deferred income tax asscts is dependent upon the gencration of future taxable income.

Deferred taxes are not established for temporary differences relating to patronage sources that are expected

to be distributed. The change in these differences is reflected as patronage income allocation in the above
schedule. Net operating loss carryforwards of approximately $2,973,000 begin to expire in 2023.

The provision for income taxes consists of:

} 2006 2005
Current 3 25,000 § (1,367)
Deferred 130,000 {100,000)

Net income tax expense (benefit) $ 155,000 §  (101,367)

{0




AMERICAN GRAIN AND RELATED INDUSTRIES
(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE F - NOTES PAYABLE

The Company has a $7,000,000 revolving line of credit that matures September 1, 2007. Any
outstanding balances at that date are to be repaid prior to March 1, 2008. The line bears interest at a
variable rate (7.95% at August 31, 2006). Borrowings on the line of credit were $4,800,000 and
$2,500,000 at August 31, 2006 and 2005, respectively. Borrowings under the line of credit at August 31,
2006 are a component of long-term debt as repayment or refinancing is not required prior to August 31,
2007. Borrowings under the line of credit at August 31, 2005 are classified as current liabilities as the
outstanding balance was repaid or refinanced prior to May 1, 2006.

‘Following is a summary of the Company’s long-term debt at August 31, 2006 and 2005:

2006 2005
Note payable to CoBank with interest due monthly at variable
rate of .1% under CoBank base rate (8.15% on August 31,
2006). The note requires monthly principal installments of
$46,000 with the remaining balance due July 2014. (A) $ 4370348 § -
Notes payable to CoBank refinanced during 2006. - 4,887,178
Revolving line of credit with CoBank. (A) 4,800,000 -
Note payable to an individual in annval installiments of
-$333,333, including interest at 5.50% through May 2013, The
note is collateralized by land, building and certain machinery :
and equipment. 1,894,322 2,111,522
11,064,670 6,998,700
Less current malurities (781,146) (783,640)

$ 10,283,524 § 6,215,060

(A) The notes payable are collateralized by substantially all of Mrs. Clark’s assets. The related loan
agreements contain various restrictive covenants limiting indebtedness, the ability to sell assets and
restricting the ability to lend money.

Aggregate future maturities of long-term debt, as of August 31, 2006, are as follo{ws:

2007 ' ' $ 781,146
2008 ' ' 5,593,749
2009 : . 7 7 807,045
2010 821,072
201 835,871
Thereafter ' ' 2,225,787

‘ $ 11,064,670
11




AMERICAN GRAIN AND RELATED INDUSTRIES
{A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE G - MEMBERS’ EQUITY

The Company’s Board of Directors voted to pay patronage allocations to fully-subscribed members as
follows for the years ending August 31: ' :

‘ 2006 2005
Cash : 20% 100%
Stock 80% -

Patronage refunds payeble in cash totaled $169,008 and $458,012 as-of August 31, 2006 and 2005,
respectively, Subscribed common stock of $1,115 and $612 was issued relating to the allocation of
patronage to common stockholders during the years ended August 31, 2006 and 2005, respectively.

* Subscribed preferred stock of $674,919 (675 shares) was issued relating to the allocation of patronage
during the year ended August 31, 2006.

During the years ended August 31, 2006 and 2005, preferred stock was redeemed in the amount of $210,371
(2,104 shares) and $856,524 (8,565 shares), respectively, under a percentage redemption program
authorized by the Board of Directors. During the years ended August 31, 2006 and 2005, another $25,287
(253 shares) and $28,684 (287 shares), were redeemed under the estate equity redemption program.

The following is a summary of the Company’s capital stock at August 31, 2006 and 2005:
‘ Issued and
Outstanding Shares
2006 : 2005

Preferred stock, nonvoting, nondividend-bearing,

$100 par value, 750,000 shares authorized 75,649 71,316
Common stock:

Class A, voting, nondividend-bearing,

$10,000 par value, 400 shares authorized ) 94 99
Class B, nonvoting, nondividend-bearing,
$10,000 par value, 50 shares authorized 1 1

Common stock amounts include $25,128 and $27,697 of subscribed Class A stock at August 31, 2006 and
2005. '

. During the years ended August 31, 2006 and 2005, common stock in the amount of $50,000 {5 shares)
and $10,000 (1 share), respectively, were redeemed. ’

Class A common stock may be issued only to members who are agricultural cooperative associations. Class
B common stock, which has the same privileges as Class A common stock; except the right to vote and hold
office, is issued to other members. Both classes of the Company’s common stock participate in the
allocation of patronage. No member may own more than one share of Class A or Class B common stock.
Preferred stock results primarily from the allocation of patronage to common stockholders. The preferred
stock has preference upon liguidation or dissolution. Except for the initial subscription price, patronage
allocations may be utilized to purchase common stock.

12



AMERICAN GRAIN AND RELATED INDUSTRIES
(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE H - LEASE COMMITMENTS AND RENT EXPENSE

POSITION AS LESSEE - Mrs. Clark’s leases equipment under various noncancelable operating lease
arrangements, which expire at various dates through June 2009, Mrs. Clark’s also leases other
manufacturing equipment on a month-to-month basis.

Ill Minimum lease rental commitments at August 31, 2006, under the leases with initial or remaining terms
- of one year or more, are due as follows:
II : Year Ending August 31,
- : 2007 3 154,950
2008 N 96,595
’a 2009 30,666
‘ $ 282,211
|!I Rent expense f01 the years ended August 31, 2006 and 2005 totaled approximately $445,491 and
$491,459, respectively.
: POSITION AS LESSOR ~ The Company leases an elevator facility and related equipment to AGRI-
|] ' Bunge under various operating lease agreements which expire March 31, 2014.

- ~ The Company leases other transportation equipment, agricultural related equipiment, a warehouse and land
M _ to unrelated parties through operating lease agreements with original lease terms primarily of two to eight

years.
Foliowing are schedules of the cost and book value of assets under operating lease agreements at
m August 31, and minimurn future rental income over the remaining life of the leases.
2006 2005
m Cost: ’
Elevator facilities $ 12,010,768 $ 11,999,531
Building - ' 464,835 464,773
ﬂ Equipment 860,150 1,198,929
Total cost . 13,335,753 13,663,233
Less accumulated depreciation . . oo 10,741,485 10,576,492

$ 2594268 § 3,086,741
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. AMERICAN GRAIN AND RELATED INDUSTRIES

(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE H — LEASE COMMITMENTS AND RENT EXPENSE - continued

Related Party Other Total

-Approximate minimum future rental income:

2007 . § 415000 § 208,000 §$ 623,000

2008 _ 415,000 170,000 585,000

2009 242 000 125,000 367,000

2010 - 66,000 66,000

2011 - 50,000 50,000
Thereafter - 92,000 92,000

$ 1072000 $ 711,000 $ 1,783,000

Rental income was approximately $653,000 and $922,000 (including $420,000 from afﬁliateﬁ) for the years
ended August 31, 2006 and 2005, respectively.

NOTE I ~ EMPLOYEE BENEFITS

The Company and its wholly-owned subsidiaries {(except for Mrs. Clark’s) participate in The
Noncontributory Retirement Plan for Cooperatives, a defined benefit plan, which covers all employees. The
Company and its subsidiarics’ policy is to fund amounts which are intended to provide not only for benefits
attributed to service to date, but also for those expected 1o be earned in the future. The Company made

" contributions of approximately $6,560 and $1,312 to this plan for the years ended August 31, 2006 and
2005, respectively. In connection with this plan, the Company recognized approximately $(734) and
$22,205 of benefit expense (income) for the years ended August 31, 2006 and 2005, respectively, The plan
was frozen during June 2006.

The following table sets forth the plan’s funded status as of August 31, 2006 and 2005, respectively, and the
amount recognized in the accompanying balance sheets:

2006 2005
" Benefit obligation ' $ 757,182 8§ = 724,975
- Fair value of plan assets _ 702,989 663,488
Accrued benefit cost recognized on the balance sheet $ 54,193 % 61,487
Net period pension costs b 3,052 % 4,351

Assumptions used by the Company in the determination of pension pl_ain information consisted of the
- follawing as of August 31, 2006 and 2005;

. 2006 2005
Discount rate 7.00% 7.00%
Expected long-term rate of return on plan assets 8.00 8.00
Compensation increases 2.75-7.25 275-725
The Company expects to make annual benefit payments of the following:

- 2007 : . 3 27,000
2008 _ : 28,000
2009 - 29,000
2010 _ 37,000

- 2011 46,000

2012-2015 288,000

14 .




AMERICAN GRAIN AND RELATED INDUSTRIES

(A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - EMPLOYEE BENEFITS - continued

The Plan has an investment strategy with a long-term horizon that is tolerant of return volatility, Over the
long term, the Plan should achieve a minimum average total rate of return of 4% above the rate of inflation
as measured by the Consumer Price Index. The real rate of return goal assumes a 6% real rate of return for

‘equities and a 2% real rate of return for fixed income. The target asset allocation is for equity secunties not

to exceed 65% of plan assets and fixed income securities not to exceed 40% of plan assets. The Plan has
the following asset allocations as of August 31, 2006 and 2005, respectively:

2006 2005
Equity securities 71.6% 73.0%
Debt securities 27.1 24.2
Other 13 2.8

The Company and .its wholly-owned subsidiaries (except Mrs. Clark’s) also sponsor a 40i(k) defined
contribution plan. Under the terms of this plan, qualifying employees may elect to contribute a percentage
of their compensation to the plan. Such contributed compensation to the plan is partially matched by the
Company and its subsidiaries. During the years ended August 31, 2006 and 2005, approximately $17,500
and $19,600, respectively, were contributed to this plan by the Company.

Mrs. Clark’s sponsors a 401(k) profit sharing plan for qualifying employees with four months of service
who have attained the age of 21, Employees of Mrs. Clark’s may contribute up to the allowable federal
limits. Mrs. Clark’s matches 50% of the first 6% of compensation contributed by each participant and may
make discretionary contributions, as determined by their Board of Directors. During the years ended
August 31, 2006 and 2005, approximately $86,000 and $62,000, respectively, were contributed to the plan

by Mrs. Clark’s.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 158, entitled
Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans. SFAS No. 158
requires the recognition in change in net assets of gains or losses and prior service costs or credits arising
during the period but which are not included as components of periodic bencfit cost, the measurement of
defined benefit plan assets and obligations as of the statement of financial position date, and disclosure of
additional information about the effects on periodic benefit cost for the following fiscal year arising from

- delayed recognition in the current period. In addition, SFAS No. 158 amends SFAS No. 87, entitled
‘Employers’ Accounting for Pensions and SFAS No. 106, entitled Employers” Accounting for Postretirement

Benefits Other Than Pensions, to include guidance regarding selection of assumed discount rates for usc in
measuring the benefit obligation. SFAS No. 158 is cffective for the Association’s year ending August 31,
2007. The Association is not currenily able to quantify the effects of the adoption of SFAS No. 158 since
actual amounts will depend on year-end calculations; however, based on the August 31, 2006 consolidated
balance sheet, the Company estimates that, as a result of the adoption, pension liabilities will increase by
approximately $16,000 and retained earnings will be reduced by approximately $16,000.

NOTE J — COMMITMENTS

As of August 31, 2006, Mrs. Clark’s has commitments with various vendors to purchase ingredients at fixed
prices totaling approximately $4,328,000 with delivery dates scheduled throughout fiscal year 2007.

5




AMERICAN GRAIN AND RELATED INDUSTRIES
{A FARMER-OWNED COOPERATIVE) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE K - MAJOR CUSTOMERS

Net sales for the years ended August 31, 2006 and 2005‘,‘ and receivables at those dates include
‘approximate sales (0, and receivables from, the following major customers:

Net Sales
| | - 2006 2005
~ Customer A $ 15,634,000 3 15,649,000

Customer B ) : 9,295,000 9,300,000
‘ $ 24929000 § 24,949,000

Trade Receivables Balance

s . 2006 2005 .
Customer A _ $ 1,387,000 3% 1,322,000

Customer B S 669,000 355,000
' - 8 2,056,000 § 1,877,000

16
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- - INDEPENDENT AUDITOR'S REPORT
7 -

i Board of Directors ‘
i American Grain and Retated Industries and subsidiaries

Lo We have audited the accorpanying consolidated balance sheet of American Grain and Related Industries and
M subsidiaries as of August 31, 2005 and the related consolidated statements of operations, changes in members” -
3 equity, and cash flows for the year then ended. These consolidated financial staternents are the responsibility of
. the Company's management. Qur responsibility is to express aa opinion on these financial starements based on
our audit. We did not andit the financial statements of AGRI-Bunge, LLC, a joint venture. The Company’s
" investment in the joint venture represents $1,164,067 of the'Company's total assets as of Angust 31, 2005. The
Company’s equity in the net income of the joint venture was $759,581 for the year ended August 31, 2005. The
financial statements of AGRI-Bunge, LLC as of and for the year ended August 31, 2005 were audited by other
anditors whose report has been furnished to us, and our opinion, insofar as it relates to the amounts included for
AGRI-Bungé, LLC, is based solely on the report of the other auditors. The consolidated financial statements of
American Grain and Related Industries and subsidiaries as of Angust 31, 2004, were audited by other auditors
whose report dated October 14, 2004, expressed an unqualified opinion on those statements. '

'We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statemenis. An audit also includes assessing the accounting -
principles used and significant estimates made by management, as well as evaluating the overall financial statement
‘presentation. We believe that our audit provides a reasonable basis for our opinion. :

{m In cur opinion, the consolidated financial statements referred to above present fairly, in all material respects, the

ke - financial position of American Grain and Related Industries and subsidiaries as of August 31, 2005, and the results

- of their opérations and their cash flows for the year then ended in conformity.with accounting principles generally
accepted in the United States of America. . : :

: Our audit was made for the purpose of forming an opinion on the consolidated financial statements taken as a
b whole. The consolidating information on pages 17-19 is presented for purposes of additional analysis of the
i consolidated financial statements rather than to present the financial position and results of operations of the
individuat companies: The consolidating information has been subjected to the auditing procedures applied in the
audit of the consolidated financial statements and, in our opinion, is fairly stated in all material respects in relation
to the consolidated financial statements taken as a whole. ’
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West Des Moines, Jowa

i ) November 18, 2005
@. Lok ’ www.mhcscpa.com
1601 West Lakes Parkway, Suite 300 ' - - - 106 E. Jefferson Streer, PO. Box 312
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CURRENT ASSETS
Cash
Short-term investments
Cash and cash equivalents

Trade receivables, net of allowauce for doubtful accounts
of $25,880 for 2005 and $63,100 for 2004

Inventories '

Notes receivable, current portion

Other current assets ‘

Total Current Assets

PROPERTY AND EQUIPMENT
Land
Buildings
‘Machinery and equipment
Construction int process

Less accumulated depreciation
Net Property and Equipment

OTHER ASSETS
Notes receivable, less current portion
Investment in joint venture
Investments in other cooperatives
Deferred income taxes '
Other assets

Total Other Assets
TOTAL ASSETS

2005 2004
434,114 2,493,059
1,983,192 1,456,179
7.417,306 3,949,238
6,258,516  -5,806,593
5,349 429 5,168,176

- 6,504

268,127 296,738
14,293,378 15,227,249
3,024,881 3,559,661
13,977,027 . 15,762,020
20,770,652 18,480,581
136,204 11,116
37,908,764 38,573,378
21,539,239 18,983,625
16,369,525 19,589,753
, - 9,403
1,164,067 404,486
2,241,723 2,345,059
600,000 500,000
2,792,637 2,719,544
6,798,427, 15,978,492

$ 37,461,330 § 40,795,494

“The accompanying notes are an integral part of these consolidated financial statements.
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LMﬁE]TTES AND MEMBERS' EQUITY

CURRENT LIABILITIES
‘Disbursements in excess of bank balance
Patronage refunds payable
Accounts payable’
Accrued expenses
Lines of credit
Current maturities of long-term debt

Total Current Liabilities
LONG-TERM DEBT, less current maturities

TOTAL LIABILITIES

MEMBERS' EQUITY

- Preferred stock
Common stock :
Additional paid-in capital
Allocated loss
Accumulated other comprehensive income
Retained savings

Total Members' Equity

TOTAL LIABILITIES AND
MEMBERS' EQUITY

2005 2004
$ 766,941 -
458,012 - 213,505
2,989,894 2,835,404
1,473,820 1,423,261
2,500,000 5,690,000
783,640 - 711,887
8,972,307 10,874,057
6,215,060 6,505,467
15,187,367 17,379,524
7,131,576 8,016,784
1,027,697 1,039,656
31,516 31,516
48) (48)
11,158 30,234
14,072,064 . 14,297,828
22,273,963

23,415,970

~$ 37,461,330 3§ 40,795,494
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YEARS ENDED AUGUST 31, 2005 AND_2004

NET SALES
Revenues
Cost of sales and direct costs

OTHER OPERATING REVENUES
Equity in net mcome (Joss) of joint ventures
Other

OPERATING EXPENSES
Divisional operating expenses
General and administrative

Total Operating Expenses

OPERATING INCOME (LOSS)

OTHER INCOME (EXPENSE)
Interest

Gain (loss) on disposal of property and equipment

Other non-operating income (expense), nef -

SAVINGS (LOSS) BEFORE INCOME

TAX EXPENSE (BENEFIT)
INCOME TAX EXPENSE (BENEFIT)

NET SAVINGS (LOSS)

The accompanying notes are an integral p

2005 - 2004
$ 64,003,335 73,664,801
59,781,867 68,702,360
4,721,468 4,562,441
759,581 (2.326,969)
3,992 165,897
763,573 (2,161,072) .
3,244,894 3,796,587
1,434,213 - 1,531,898
4,679,107 5,328,485 .
305,934 (2,527,116)
(708,699) (620,113)
304,249 " (16,946) -
230,008 (331,917)
(174,442) (968,976)
131,492 © (3,496,092)
(101,367) (556,540)
$ - 232,859 (2,939,552)

f these consolidated financial statements,
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S 2005. 2004
'll CASH FLOWS FROM OPERATING ACTIVITIES ' - .
R Net savings (loss) ) 232,859  § (2,939,552)
' Adjustments to reconcile net savings (foss) to net cash ‘
m‘ - provided by operating activities:
Depreciation and amortization 2,130,259 2,246,157
S Equity in undistributed net (income) loss of joint ventures (759,581) 2,905,649
H ' _ {Gain) loss on disposal of equipment -(264,024) . 491,575
R Provision for doubtful accounts ' 43,308 127,725
g : "+ Deferred income taxes . 100,000) {600,000)
m ) Patronage (income) loss not received in-cash (66,097 193,902
: Change in:
' Accounts receivable (495,231} 2,122,908
ll Tnventories (181,253) 2,704,963
: Accounts payable and accrued expenses 205,049 (2,452,784)
"Income tax refund receivable - 530,000
’;‘ ' Other assets (85,231) (173,859)
)| Net cash pronded hy operaung activities 660,058 5,156,884
" CASH FLOWS FROM INVEST]NG ACTIVITIES
m Finance income earned : (11,032)
Direct-financing leases and notes receivable 15,907 1,660,631
, Payment on notes receivable - (20,000)
ﬂ _ Purchase of property and equipment (1,995,804) (1,330,885)
Proceeds from sale of property and equipment 3,371,470 225,200
- Proceeds from distributions from other cooperauves 169,433 ° 40,000
F Investments in other cooperatives - (121,019)
a Investmenis in joint ventures - (250,000}
Net cash provided by investing activities 1,561,606 192,891
CASH FLOWS FROM FINANCING ACTIVITIES
Increase in disbursements in excess of bank balance 766,941 -
Proceeds from long-term debt 500,000 158,000
Proceeds from lines of credit 9,885,000 10,290,000
Principal payments on long-term debt {718,654) (875,651)
Principal payments on lines of credit (13,075,0000  (11,660,241)
Patronage paid to members - {214,116) (429,301)
Redemption of members' equity (897.167) (969,163)
Net cash used by financing activities (3,752,996) (3,486,356)
" Net increase {decrease) in cash (1,531,932) 1,863,419

CASH AND CASH EQUIVALENTS, beginning of year 3,949,238 2,085,819

CASH AND CASH EQUIVALENTS, end of year $ 2417306 § 3,949,238

‘The accompanying notes are an integral part of these consolidated financial statements.
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SUPPLEMENTAL DISCLOSURES
Cash paid (received) during the year for:
Interest
Income taxes

Noncash investing and financing activities S
Property and equipment distributed from joint ventures
Investment in other cooperatives distributed

from joint ventures '

2005 20604

793,789 $ 613,416
. (486,540)

- 3 678,420

- - 762,966
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AMERICAN GRAIN AND RELATED INDUSTRIES
NOTES TO FINANCIAL STATEMENTS

.}ﬁ:E] -

R

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNHNG POLICIES

PRINCIPLES OF CONSOLIDATION - The consolidated financial statememts include the accounts of
American Grain and Related Industries (a Farmer-owned Cooperative) (the Company) and its wholly-"
owned subsidiaries: AGRI Acquisition {AGAC), AGRI Financial Services, Inc. (AFS), AGRI Terminal
Corporation (ATC), Industrial & Transportation Equipment Company (ITEC), Country Properties, MCF
Foods, L.C. (MFC), and Mrs. Clark’s Foods, L.C. and subsidiary (Mrs. Clark's). All-material
intercompany balances and transactions have been eliminated in consolidation.

A

i

oo Ty Rianiot gr

Consolidated revenues arc comprised primarily from the revenues of Mrs. Clark’s (98% and 95% of total
revenues in 2005 and 2004, respectively). The 2005 and 2004 consolidated net- savings (loss) are
primarily from the operations of Mrs, Clark’s and the Company’s share of net earnings (loss) from AGRI
Grain Marketing (AGM) and AGRI—Bunge

!"E.g.. e
Y H .

NATURE OF BUSINESS ~ The Company is organized on a cooperative basis to provide grain marketing
and other related services for its members. The majority of the Company’s members are located in Iowa.
Grain marketing services are provided through AGRI-Bunge, LLC (AGRI-Bunge), which is a joint
venture formed by the Company and Bunge North America, Inc. (Bunge). The Company leases its -
facilities located on the Mississippi to AGRI-Bunge.

AGAC leased property and equipment to MaxYield Cooperative through July 2005, when the property
and equipment was sold t0 MaxYield Cooperative. AGAC holds an equity investment in MaxYield
Cooperative.

AFS is a lessor of agricultural and other equipment.

ATC provides bulk fertilizer handling and storage services. The facility is located on property adjacent to
-the Company’s Fulton, lllmoxs grain terminal on the Mississippi River. The ATC facility is temporarily
closed.

ITEC provided rail car mover repair and service, industrial blasting and painting and sales of rail car
movers from a facility located in Carlisle, lowa. ITEC was ar authorized dealership for the Trackmobile
brand of equipment. The Company ceased operations in December 2003 and is in the process of
disposing of its remaining assets.. .

Lindy
iyt

y

Country Properties operates two bed and breakfasts locqted in McGregor, lowa.

Mrs. Clark’s is located in Ankeny, fowa and Hendersonville, N.C., with principal operations being the
manufacturing of juices, salad dressings and sauces.

SHORT TERM INVESTMENTS AND CREDIT RISK - Shert-term investments are comprised of
various money market funds and certificates of deposit that are stated at cost, which approximate fair
value. For purposes of the consolidated statements of cash flows, the Company considers all short-

' term investments to be cash equivalents. The Company had bank deposits in excess of federally
insured limits totaling approximately $1.6 million at August 31, 2005,

- — - — T — W
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REVENUE RECOGNITION - Sales are recoénizcd at the time of shipment.
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S AMERICAN GRAIN AND RELATED INDUSTRIES

kS o NOTES TO FINANCJAL STATEMENTS b
NOTE A -_SUMMARY OF SIGNIFICANT ACC G POLICIES - contipued

TRADE RECEIVABLES - Trade receivables are uncollateralized customer obligations due under
normal trade terms requiring payment within thirty days from the invoice date and are stated -at the
amount billed. Payments of trade receivables are allocated to the specific invoices identified on the
customer’s remittance advice or, if unspecified, are applied to the earliest unpaid invoices. The

'_1 Company uses the allowance method to provide for doubtful accounts. Management determines the
st allowance by identifying troubled accounts and by using historical experience applied to an aging of
accounts. Trade receivables are written off when deemed uncollectible. Recoveries of trade
receivables previously written off are recorded when received.

COMPREHENSIVE INCOME (LOSS) — The Company reported its share of a former joint venture’s
5,-,3 " minimum pension liability adjustment as a component of other comprehensive (loss) through the date of
i the joint venture's termination. The Company reports any unrealized hedging gains (losses) as a
component of other comprehensive income.

s

i ADVERTISING COSTS - Advertising costs are expensed as incurred. Advertising costs included in
-+ selling expenses totaled $6,036 and $4,211 for 2005 and 2004, respectively.

S

; ) INVESTMENTS IN _JOINT VENTURES ~ The Company is accounting for its investments in joint
ventures by the equity method of accounting. Under the equity method, the Company’s proportionate

- share of net income (loss) of the joint venture is added to (subtracted from) the investment accomnt.

Distributions received are treated as a reduction in the investrent account. '

. .- INVESTMENTS IN_ OTHER COOPERATIVES - The Coropany’s less than 20% ownership in
| _ investments in other cooperatives are stated at cost, plus noncash qualified patronage: allocations, Any
entitlement to undistributed savings and nonqualified paironage refunds is recognized as income upon
distribution or liquidation of the related entities. Investments in other cooperatives are.reduced for losses
I ' of other cooperatives only when such losses are altocated by the cooperative or when therc has been a
permanent impairment of the value of the investment.

o HEDGING ACTIVITIES - Mrs. Clark’s generally follows a policy of hedging a portion of its
beal commodity oil transactions to protect and stabilize the cost of commodity oil used in production activities
from short term market fluctuations. Gains and losses from those hedge transactions are reflected in cost.
i of goods sold. For the years ended Augnst 31, 2005 and 2004, total unrealized gains (losses) included in
Cohd accurnulated other comprehensive income were ($19,076) and $30,234, respectively. The fair value of
the Company’s hedging account at August 31, 2005 and 2004 totaled $111,891 and $127,640,

s respectively, and is included in other current assets on the consolidated balance sheet.

PROPERTY AND EQUIPMENT - Property and equipment are recorded at cost. Expenditures for
maintenance, repairs and minor replacements are charged to operations. Expenditures for major
replacements and betterments are charged to the asset accounts. -

Depreciation is computed pnnmnly by the siraight-line method over the following range of estimated

useful lives;
' : : Years
i ' Buildings, leasehold improvements and facilities 5- 39
S . Machinery and equipment : ‘ ' 3- 20
4 7
1

.
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AMERICAN GRAIN AND RELATED INDUSTRIES
NOTES TO FINANCIAL STATEMENTS

2l

s

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

ACCOUNTING ESTIMATES AND ASSUMPTIONS - The preparation of financial statements in
conformity with generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results conld differ from those estimates.

INCOME TAXES -~ The Company operates as a nonexempi cooperative under Sections 1381 through
1388 of the Intemal Revemue Code. Accordingly, federal income taxes are based on nonmember savings
and the portion of member savings not allocated as patronage refunds

The Company and its wholly-owned subsidiaries file consolidated federal income tax seturns.’

Deferred taxes are provided on a liability method whereby deferred tax assets are recognized for
deductible temporary differences and operating loss and tax credit carryforwards and deferred tax
liabilities are recognized for taxable temporary differences. Temporary differences are the differences
between the reported amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced
by a valuation allowance when, in the opinion of management, is it more likely than not that some portion
or all of the deferred tax assets will not be realized. Deferred tax assets and liabilities are adjusted for the
effects of changes in tax laws and rates on the date of enactment.

GOODWﬁ,L ~ Goodwill is tested annually for ﬁnpanmem usnig the fair value based approach. No
impairment of value was identified during 2005 and 2004. At August 31, 2005 and 2004, other assets
include $2,494,161 of goodwill related to the acquisition of Mrs. Clark’s.

- 1

FAIR VAILUES - The estimated fair value of the Company’s long-term debt and line of credit
approximates their carrying value as the applicable borrowing rates are comparable to current market
rates.

[ :

. SHIPPING AND HANDLING REVENUE AND EXPENSES - Shipping and handling costs are recorded
as a component of costs of goods sold. Charges to customers for shipping and bandlmg costs are recorded
as an offset to costs of goods sold. :

il ey

'7 ' ' RBCLASSIFICATIONS Certain reclassifications to the 2004 ﬁnancmal statements have been made to
oo ~ conform to the 2005 presentation.

24 NOTEB - INVENTORIES

Inventories, stated at the lower of cost (first-in, first-out method) or market consisted of the following:

H , Ingredients , $ - 2,084,994 $ 1,818,046
: Packaging ) 1,020,525 1,165,540
Finished products 2,243,910 2,184,590

$ 5349429 $ 5,168,176

RS
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AMERICAN GRAIN AND RELATED INDUSTRIES - - ?
'NOTES TO FINANCIAL STATEMENTS i

NOTE C ~ INVESTMENTS IN JOINT VENTURES - :

The Company was a partner with Cargill in AGM which originated and -merchandised grain and oil seeds,
and engaged in other related activities. The partnership ceased operation on February 29, 2004 and was
terminated on May 31, 2004. All profits and losses were shared based upon the capital contribution
percentages of each partner. The Company owned 50% of AGM.

The Company was also a member in Ag Max, whose business activities included puichasing, producing,
grading, blending, storing, warehousing, marketing, selling, and handling agricultural products. The
Company owned 50% of Ag Max, which was terminated on December 12, 2003 upon agrecment between
the members.

Effective March 1, 2004, the Company became a member in AGRI-Bunge, LLC, which originates and
merchandises grain and oil seeds, and engages in other related activities. The agreement between the
members expires March 31, 2014.  All profits and losses are allocated among the members according to
agreed-upon proportionate share interests. The Company currently receives 66% of the profits and losses
and holds 50% of the voting rights of AGRI-Bunge. .

Summary information of the joint ventures as of August 31, 2005 and 2004, and for the years then ended,
are as follows:

2005 2004
. AGRI-Bunge AGRI-Bunge AGM Ag Max
" Assets $ 27,108,538 $ 15,154,826 § - -
Liabilities 25,223,589 14,420,757 - -
Net Assets $ 1,884,949 $ 734,069 $ - $ -
Sales $ 398,871,866 $ 206,695,521 § 688,202,238 $ 4,565,737
Net income (l0ss) $ 1,151,000 $ 234060 $ (4,821,880) $ (141,028)
Company’s interest:
Equity in net assets - _
beginning of year ~ $ 404,486 $ - $ 296,721 $ 875523
Capital contributions - " 250,000 365,977 158,000
Share of net income (loss) =~ 759,581 154,486 {2,410,940) (70,515}
Capital distribution o - - (1,581,035) {963,008)
Other comprehensive
income , - - 719,277 -
Equity in net assets - - ' _
end of year $ 1,164,067 . § 404,486 § - 3 -
9



AMERICAN GRAIN AND RELATED INDUSTRIES
NOTES TO FINANCIAL STATEMENTS

NOTE D - INVESTMENTS IN OTHER COOPERATIVES

- 'The following is a summary of investments in other cooperatives as of August 31, 2005 and 2004:

Ay AR ERALT "-"‘ ] '\

L9

2005 2004
ll CHS, Inc. . $ 358,075 § 428,078
El tecTERRA Pood Capital Fund 751,223 751,223
wd MaxYield Cooperative - 700,000 700,000
m _ CoBank 263,731 197,802
] Others 168,694 267,956

$ 2,241,723 § 2,345,059

Subsequent to August 31, 2003, a portion of one of the investments held by tecTERRA Food Capital
Fund was sold. Although a capital loss is expected, the extent of the loss is unkmown. No valuation
adjustment to the Company’s investment in tecTERRA Food Capital Fund has been recorded at
August 31, 2005, as it is not feasible at this tirme to estimate the amount of permanent impairment, if any,
of the value of the Company’s investment in tecTERRA.

i

R

NOTEE - INCOME TAXES

Actual income tax expénsc (benefir) differs from the expected amount, based vpon a federal income tax
rate of 34% in 2005 and 2004 as follows:

. ’ 2005 2004
Expected income tax expense (benefit) 3 44,707 $ (1,188,671)
Patronage refunds to members : (155,932) (72,770)
Patronage income aflocation - 582,284
. . Other i 9,858 122,617
Income tax benefit $ (101,367) § (556,540)

. %.-. PE».A g % rE
- JE . i . . e
- h - 1 ~ [N

Deferred income taxes relating to nonpatronage sources arise from temporary differences between book
and tax basis financial statements and are primarily related to alternative depreciation methods and net
operating loss carryforwards. At August 31, 2005 and 2004, the Company had net deferred income tax
assets approximately $600,000 and $500,000, respectively, from these temporary differences. At
August 31, 2005 and 2004, no valuation allowance was considéred necessary by management. The
) ultimate realization of the defesred income tax assets is dependent upon the generation of future taxable
: * income. Deferred taxes are not established for temporary differences relating to patronage sources that
are expected to be distributed. The change in these differences s reflected as patronage income allocation

H
m’.&l in the above schedule,
|II=

i

] Deferred income tax benefits generated for the y&ars ended August 31, 2005 and 2004 were

approximately $100,000 and $500,000, respectively. Net operatmg loss carryforwards of approximately -
$4,271,000 begin to explrc in2023. -

m‘ﬂ : - ' _ 10



AMERICAN GRAIN AND RELATED INDUSTRIES

NOTES TO FINANCIAL STATEMENTS

NOTE F — NOTES PAYABLE

“The Company has a $7,000,000 revolving line of credit that matures May 1, 2006. The line bears
interest at a variable rate (6.83%. at August 31, 2005). Borrowings on this line were $2,500, 00 and

$5,690,000 at August 31, 2005 and 2004, respectively.®

_Following is a summary of the Company’s long-term debt at August 31, 2005 and 2004:

" Note payable to CoBank with interest due monthly at variable
rate (6.98% on August 31, 2005). The note requires quarterly
principal instaliments of $37,100 with the remammg ‘balance due

May 2015.®

Note payable to CoBank with interest due monthly at a variable
rate (6.98% on August 31, 2005). The note requires quarterly
principal installments of $92,000 with the remammg balance due
- November 2008. @

2005 2004

‘$ 1,446,515 $ 1,587,123

Note payable to an individual in annual installments of

$333,333, including interest at 5.50% through May 2013. The
note is collateralized by land, building and certain machinery
and equipment,

" Note payable to CoBank with interest due monthly at a variable
rate (6.98% on August 31, 2005). The noie requires monthly
principal installments of $4 170 Wlth the remaining balance due
July 2015.®

' Less éunent maturities

2,944,833 3,312,833
2,111,522 2,317,398
495,830 -
6,998,700 7,217,354
_(783,640) (711,887)

$ 6215060 $§ 6,505,467

(A) These notes are collateralized by substantially all of Mrs Clark’s assets and corporate guaranwes

. The loan agreements contam vatious r&stnct:ve covenants,

Aggregate future maturities of long-term debt, as of August 31, 2005, are as follows: -

2006
2007
2008
2009
2010
Thereafter

11

$ 783,640
795,585
808,189
821,485
835,512

2,954,289

$ 6,998,700
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AMERICAN GRAIN AND RELATED INDUSTRIES
NOTES TO FINANCIAL STATEMENTS

NOTE G - MEMBERS’ EQUITY

The Company’s Board of Directors voted to pay patronage allocations to}ﬁnlly-sﬁbscn’béd merobers as
foliows for the years ending August 31:

2005 2004

Cash . 100% 100%
Stock ‘ - -

' i’atmnagc refunds payable in cash totaled $458,012 and $213,505 as of August 31, 2005 and 2004,
respectively.. Subscribed common stock of $612 and $522 was issued relating to the allocation of
patronage to common stockholders during the years ended August 31, 2005 and 2004, respectively.

During the years ended August 31, 2005 and 2004, preferred stock was redeemed in the amount of
$856,524 (8,565 shares) and $875,189 (8,751 shares), respectively, under a percentage redemption
program authorized by the Board of Directors. Another $28,684 (287 shares) and $33,972 (340 shares),
respectively, were redeerned under the estate equity redémption program.

The following is a summary of the Company’s capital stock at August 31, 2005 and 2004:

Issued and
Outstanding Shares
2005 2004
Preferred stock, nonvoting, nondividend-bearing,
$100 par value, 750,000 shares authorized 71,316 80,168
Common stock:
Class A, voting, noadividend-bearing,
$10,000 par value, 400 shares authorized 99 100
Class B, nonvoting, nondividend-bearing, .
$10,000 par value, 50 shares authorized . 1 1

Common stock ambunts include $27,697 and $29,656 of subscribed Class A stock at Aupust 31, 2005 and
2004. -

During the years ended August 31. 2005 and 2004, commbn stock in the amount of $10,000 (1 share)
and $60,000 (6 shares), respectively, were redeemed.

Class A common stock may be issued only to members who are agricultural cooperative associations.
Class B common stock, which has the same privileges as Class A common stock, except the right to vote
and hold office, is issued to other members. Both classes of the Company’s common stock participate in
the allocation of patronage. No member may own more than one share of Class A or Class B common
stock. " Preferred stock results primarily from the allocation of patronage to common stockholders, The
preferred stock has preference upon liquidation or dissolution. Except for the initial subscription price,
patronage aflocations may be utilized to purchase common stock.

12
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e ' AMERICAN GRAIN AND RELATED INDUSTRIES
H NOTES TO FINANCIAL STATEMENTS

NOTE H - LEASE COMMITMENTS AND RENT EXPENSE

POSITION AS LESSEE - Mrs. Clark’s leases équipment under various noncancelable operating lease
e arrangements, which expire at various dates through June 2009. Mrs. Clark’s also leases other
- roanufacturing equipment on a month-to-month basis. '

£ Minirmum lease rental commitments at Auguét 31, 2005, under the Jeases with initial or remaining terms
= ' of one year or more, are due as follows:

. Year Ending August 31,
i 2006 3 198,972
2007 70,568
2008 15,713
2009 : . 1,267

$ 286,520

Rt

. Rent expense for the years ended August 31, 2005 and 2004 totaled approximately $491.459 and
$582,000, respectively.

. 'POSITION AS LESSOR - The Company leases an elevator facility and related equipment to AGRI-
‘ Bunge under varions operating lease agreements which expire March 31, 2014,

The Company leases other transportation equiprm:nt, -agricultural refated equipment, a warehouse and land
to unrelated parties through operating lease agreements with original lease terms piimarily of two to eight
i years. .

Following are schedules of the cost and book value of assets under operating lease agreements at
¢ . August 31, and minimum future rental income over the remaining life of the leases.

2005 2004

- Cost:
F Elevator facilities : $ 11,999,531 $ 16,029,671
. Building o 464,773 434,326
o Equipreent 1,198,929 1,975,325 :
Nk _ ~ “Total cost , 13,663,233 18,439,322
s Less accumulated depreciation ' : . 10,576,492 11,853,017

- $ 3,086,741 $ 6,586,305

l ' ' R | S
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AMERICAN GRAIN AND RELATED INDUSTRIES
NOTES TO FINANCIAL STATEMENTS

NOTE H - LEASE COMMITMENTS AND RENT EXPENSE - continued

- Related Party Other Total

Approximate minimum future rental incore:

2006 $ 415000 $ 205,000 $ 620,000

2007 415,000 168,000 583,000

2008 "~ 415,000 130,000 545,000

2009 242,000 88,000 330,000

2010 7 - 66,000 66,000
Thereafter 142,000 142,000

$ 1487,000 § 799,000 $ 2,286,000

Renta! income, net of rail car expense, was approximately $922,000 and $1,721,000 (including $420,000
and $719,000 from affiliates) for the years ended August 31, 2005 and 2004, respectively. :

NOTE I - EMPLOYEE BENEFITS

The Company and its wholly-owned subsidiaries (except for Mrs. Clark’s) participate in The
Noncontributory Retirement Plan for Cooperatives, a defined berefit plan, which covers all employees.
The Company and its subsidiaries’ policy is to fund amounts which are intended to provide not only for
benefits attributed to service to date, but also for those expected to be eatned in the future. The Company
made contributions of approximately $1,312 and $17,000 to this plan for the years ended Angust 31, 2005
and 2004, respectively. In comnection with this plan, the Company recognized approximately $22,205
and ($36,000) of benefit expense {income) for the years ended August 31, 2005 and 2004, respectively.

_The following table sets forth the plan’s funded status as of August 31, 2005 and 2004, respectively, and

the arnount recognized in the accompanying balance sheets:

2005 2004
Benefit obligation $ 724975 $ 676,948
Fair vahie of plan assets _ 663,488 636,354
Accrued benefit cost recognized on the balance sheet § 61487 $§  40,5M
Net period pension costs $ 4,351 $ 44,543

Assumptions used by the Company in the determination of pension plan information consisted of the
following as of August 31, 2005 and 2004:

2005 2004
Discount rate ' _ 7.00% 7.00%
Expected long-term rate of return on plan assets 8.00 8.50
Compensation increases . 295-7.25 0.00
The Company expects to make annual benefit payments of the following:
2006 . _ Co - § 26,000
. 2007 ' E : - ' ‘ 28,000
2008 ) 29,000
2009 . - 31,000
2010 : : ' ' ’ 37,000

2011-2015 , _ ) ‘ i 271,000

14
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AMERICAN GRAIN AND RELATED INDUSTRIES
NOTES TO FINANCIAL STATEMENTS

NOTE1-_ EMPLOYEE BENEFITS - continued

The Plan has an investment strategy with a long-term horizon that is tolerant of return volatility. Over the
long term, the Plan should achieve a minimum average total rate of return of 4% above the rate of
inflation as measured by the Consumer Price Index. The real rate of return goal assumes a 6% real rate
of return for equities and a 2% real rate of return for fixed income, The target asset allocation is for

equity securities not to exceed 65% of plan assets and fixed income securities not to exceed 40% of plan .

“assets. The Plan has the following asset allocations as of August 31, 2005 and 2004, respectively:

- 2005 2004
- Equity securities 73.0% 70.7%
Y Debt securities 24.2 259
Other 2.8

34

)

The Company and its wholly-owned subsidiaries (except Mrs. Clark’s) also sponsor a 401(k) defined

contribution plan. Under the terms of this plan, qualifying employees may elect to contribute a percentage

of their compensation to the plan. Such contributed compensation to the plan is partially matched by the

Company and its subsidiaries. During the years ended August 31, 2005 and 2004, approximately $21,300
- and $25,000, respectively, were contributed to this plan by the Company.

Mis. Clark’s sponsors a 401(k) profit sharing plan for qualifying employees. Employees of Mrs. Clark’s .
may coniribute up to the allowable federal limits. Mrs. Clark’s matches a portien of the employee’s

_ contribution and may make discretionary contributions as determined by their Board of Directors. During
the years ended August 31, 2005 and 2004, approximately $62,000 and $71,000, respectively, were
contributed to the pian by Mrs. Clark’s, )

NOTE ] - COMMITMENTS

As of August 31, 2005, Mrs. Clark’s has commitments with various vendors to ﬁurchasc ingredients at
fixed prices totaling approximately $4,220,000 with delivery dates scheduled throughout fiscal year 2006.

NOTEK - MAJOR CUSTOMERS

) Net sales for the years ended August 31, 2005 and 2004, and receivables at those dates include
approximate sales to, and receivables from, the following major customers:

. Net Sales
Customer A - $ 15649000 $ 18,151,000
Customer B 9,300,000 9,216,000
$ . 24949000 § 27,367,000
Trade Receivables Balance
2005 2004
i Cusomer A = . - 7§ 1322000 $ 1,531,000
Customer B 555,000 487,000

$ 1,877,000 $§ 2,018,000

15
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APPENDIX H

‘American Grain and Related Industries (A Farmer-Owned Cooperatlve) and Subsidiaries
Condensed Consolidated Balance Sheets :

(Unaudited)
121312006 8/31/2006
Cash and cash equivalents $ 2,473,413 2,319,991
Receivables, net 5,857,010 6,988,906
Inventories 6,412,687 6,040,206
- Deferred Income taxes 275,000 275,000
Prepaid expenses and other assets 305,814 300,272
Total Current Assots 15,323,924 15,924,375
Froperty, plant & equipment 39,743,267 38,968,269
Accumulated depreciation (23,151,404) (22,608,271)
- Net property, plant & equipment - 16,591,863 16,359,998
Investment in joint venture 1,737,059 2,532,083
Investments in olher cooperatives ., 1,549,993 1,859,552
Deferred income taxes i 195,000 195,000
Other assets 2,766,803 2,762,397
Total Assets $ 38,164,642 39,633,405
Liabilities and Members' Equity
Current Liabilities .
Disbursements in excess of bank balance $ 1,978,706 1,652,573
Patronage rafunds payable - 169,008
Accounts payable 4,001,601 2,632,060
Accrued expenses and other 1,385,124 1,290,440
Current maturities, long-term debt 781,145 781,146
Total Current Llabilities $ 8,146,576 6,525,227
Long-term debt 7,099,525 10,283,524
Total Liabilities 15,246,101 46,808,751
Members' Equity
Preferred stock 7,563,508 7,664,901
Common stock 965,128 975,128
Allocated loss {48) (48)
Additional paid-in capital 182,754 182,754
- Accumulated other comprehensive income ' 121,505 22,894
Retained savings 14,085_,694 14,079,025
Total Members® Equity 22,918,541 22,824,654
Total Llabilities and
| T Members’ Equity .3 38,164,642 39,633,405

Sen accompanying niotes to Condeﬁsod Consolidated Financial Statements
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AGRI Industries and Subsidlaries
Condensed Consclldated Statemnent of Operations (Unaudited)
For the Four Months Ended

Qperatirg revenues 3
Cost of sales and direcl costs

Other operating revenues:
Equily in net income of joint ventures
Other

Divisional operating expenses
General & administrative expenses
Qperating income
Other income {expense)
Interest
{Loss) gain on disposal of property and equipment
Cther

Savings before income tax expense

Income tax expense
Net Savings $

See accompanying notes ta Condensed Consolidated Financial Staternents

(Unaudited)  (Unaudited)
1213172006 12/31/2005
21,599,075 20,787,910
19,535,647 19,226,691
2,083,428 1,561,219
(135,024) 874,977
2,233 1,369
(132,791} 876,345
1,351,484 - 1,114,605
317,753 461,959
261,400 261,901
(211,413) {194,287)
(8,459) 33,217
{26,639) 15,667
14,889 715,698
8,220 113,883
6,669 601,815




Amerlcan Graln and Related Industries (A Farmer-Owned Cooperative) and Subslidiaries
Condensed Consolidated Statement of Cash Flows (Unaudited)
For the Four Months Ended

(Unaudited)  (Unaudited)
123112008 12312005

Cash flows from operating activites

See accompanying notes to Condensed Consalidated Financlal Statements

Net savings - 6,869 601,815
Adjustments to reconcile net savings to
net cash provided by operating activities:
Depreciation and amortization 658,880 642,045
‘Write-down of investment fo fair value 94,521 -
Equity in undistributed net loss (income) of joint ventures 135,024 {BT4,977)
{Gain)/Loss on dispesal of asscts 8,659 (31,425)
Realized (gain) loss on hedging activity (42,534) {21,510)
Change v sssets and liabilities 2,346,287 1,537,257
_Net Cash Provided by (Used in) Operations 3,207,816 1,853,206
Cash Flows from Investing Activities
Purchase of property and equipment {973,297} {931,145)
Proceeds from disposal of property and equipment 82,443 68,525
Proceeds from disiributions of joint ventures 660,000 -
Proceeds from distributions of other cooperatives 214,728 -
Net Cash Provided by (Used in) Investing (46,126) {862,620)
Casb Flows From Financing Activities
Increase in disbnrsements in excess of bank balaoce 326,133 424,685
Principal payments on long-term debt and line of credit | - (3,184,000) (1,195,780}
Patronage paid to members {169,008) (458,012}
Redemption of members' equity (11,393) {43,043)
Net Cash Provided by (Used in} Finazcing {3,038,268) (1,272,450)
Nét decrease in cash and cash equivalents 153,422 (261,5649)
Cash and equivalents, beginning of period 2,319,991 2,417,306
Cash and equivalents, end of pericd 2,473,413 2,135,742




American Grain and Related Industries (A Farmer-Owned Cooperative) and Subsidiaries
Notes to Condensed Consolidated Financial Statements

1. Basis of Presentation

The condensed consolidated financial statements include the accounts of American
Grain and Related Industries (a Farmer-owned Cooperative) and its wholly-owned
subsidiaries (the Company). All material intercompany balances and transactions have
been eliminated in consolidation.

The condensed consolidated financial statements as of December 31, 2006, and for
the four months ended December 31, 2006 and 2005, are unaudited but, in
management's opinion, include all adjustments, consisting of normal recurring
adjustments, necessary for a fair presentation of the results of interim periods. The
results of operations for interim periods are not necessarily indicative of the results to
be expected for the entire year.

- These consolidated financial statements, including the related notes, are condensed
and presented in accordance with accounting principles generally accepted in the
United States of America (GAAP). These condensed consolidated financial
statements should be read in conjunction with the Company's audited consolidated
financial statements for the year ended August 31, 2006.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS
No. 158, entitled Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans. SFAS No. 158 requires the recognition in change in net assets of
" gains or losses and prior service costs or credits arising during the period but which are
not included as components of periodic benefit cost, the measurement of defined
benefit plan assets and obligations as of the statement of financial position date, and

~ disclosure of additional information about the effects on periodic benefit cost for the
following fiscal year arising from delayed recognition in the cwrent period. In
addition, SFAS No. 158 amends SFAS No. 87, entitled Employers’ Accounting for
Pensions and SFAS No. 106, entitled Employers’ Accounting for Postretirement
Benefits Other Than Pensions, to include guidance regarding selection of assumed
discount rates for use in measuring the benefit obligation. SFAS No. 158 is effective
_for the Association’s year ending August 31, 2007. The Association is not currently
able to quantify the effects of the adoption of SFAS No. 158 since actual amounts will
depend on year-end calculations; however, based on the August 31, 2006 consolidated
balance sheet, the Company estimates that, as a result of the adoption, pension
liabilities will increase by approximately $16,000 and retained earmngs will be reduced
by approximately $16, 000.




Amecrican Grain and Related Industries (A Farmer-Owned Cooperative) and Subsidiaries
Notes to Condensed Consolidated Financial Statements

2. Inventories

Inventories, stated at the lower of cost (first-in, first-out method) or market consisted

of the following:
December August
: 31, 2006 31, 2006
Tngredients ' $ 2,752,887 $ 2,765,083
Packaging ' 1,192,448 1,030,273
Finished products 2,467,352 2,244,850

$ 6,412,687 § 6,040,206

3. Investment in Joint Ventures

Summary information of the joint venture in AGRI-Bunge, LLC as of December 31,
2006 and August 31, 2006, and for the four months and year then ended, are as follows:
December August 31,

‘ 31, 2006 2006

Assets $ 53,538,833 $19,147,368
Liabilities | 50,785,714 15,189,667
Net Assets $ 2,753,119 § 3,957,701
Revenues $170,618,462 $397,414,331
Net income $ (204,582 $ 2,072,752
Company’s interest:

Equity in net assets - beginning of year $ 2,532,083 § 1,164,067

Share of net (loss) income (135,024) 1,368,016

Cash distributions (660,000) -

~ Equity in net assets $ 1,737,059 § 2,532,083

The results of AGRI-Bunge, LLC are subject to the seasonal fluctuations of grain and
oil seed origination and merchandising. If reported on a 12 month period ending
December 31, 2006 and 2005, net income of AGRI-Bunge, LLC would be $993,193

and $_ @, 1S, 243 , respectively.




American Grain and Related Industries (A Farmer-Owned Cooperative) and Subsidiaries
Notes to Condensed Consolidated Financial Statements

4. Notes Payable
Following is a summary of the Company’s long-term debt:

December August 31,

31, 2006 2006
Note payable to CoBank _ $ 4186349 § 4,370,348
Revolving line of credit with CoBank. 1,800,000 4,800,000
Note payable to an individual 1,894,322 1,894,322
| 7880,671 11,064,670
Less current maturities : (781,145) (781,146)

$ 7,099,525 $ 10,283,524

5. Other Comprehensive Income

The Company generally follows a poticy of hedging a portion of its commodity oil transactions
to protect and stabilize the cost of commodity oil used in production activities from short term
market fluctuations. The Company's comprehensive income includes unrealized
hedging gains (losses) as a component of comprehensive income.  Total
comprehensive income for the four months ended December 31, 2006 and 2005, was
$98,612 and ($28,708), respectively.
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